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On April 1, 1991, Edward R. Telling will retire as a member of the Board of Directors, a 
position he has held since 1969. Telling began his Sears career in 1946 as a trainee in 
Danville, Ill., one of the stores he later managed. Between 1965 and 1969, Mr. Felling 
held positions in Scars Midwestern Zone, the New York metropolitan area and the 
Eastern Territory'. He was elected vice president, Eastern Territory and became a Sears 
director in 1969. Telling headed the Midwestern Territory' from 1974 until being elected 
senior executive vice president, field in 1976. 

In 1978. Edward R. Telling loecame the tenth chairman and chief executive officer of Sears, Roebuck and Co., a position 
he held until retiring in 1985. Under his leadership, the company moved broadly into financial services, with the 
acquisition of Coldwell Banker and Dean Witter in 1981, and the inception of the Discover Card, which was introduced 
to consumers in 1986. 

We will miss his counsel, vision and friendship, and the entire company joins in wishing him well and thanking him for 
45 years of outstanding service. 
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Financial Highlights 


millions, except per 
common share data 

1990 

1989 

1988 

1987 

1986 

Revenues . 

.$ 55,972 

$53,794 

$50,251 

$45,904 

$42,303 

Net income. 

902 

1,509 

1,454 

1,633 

1,339 

Common share dividends. 

Per common share 


702 

758 

756 

648 

Net income. 

. 2.63 

4.30 

384 

4.30 

3.58 

Dividends. 

. 2.00 

2.00 

2.00 

2.00 

1.76 

Investments. 

. 38,675 

33,705 

29,136 

25,120 

22,183 

Total assets. 

. 96,253 

86,972 

77,952 

75.014 

66,009 

Shareholders' equity. 

. 12,824 

13,622 

14,055 

13,541 

13,017 
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Chairman’s Message to Shareholders 


he past year was 
a difficult one, re 
suiting in unsatis¬ 
factory’ financial 
performance. We 
did, however, 
make progress 
in key areas of 
our consumer 
focused financial services and 
in the repositioning of the 
Merchandise Group for the in 
tensely competitive environ 
ment of the 90s. 

Following an after-tax re 
structuring charge of $ 155.2 
million, earnings for the year 
were $902.2 million, or $2.63 
per share, compared with 
$1.51 billion, or $4.30 per 
share in 1989. Hamings in 
1989 included income of 
$62.7 million from dlscontin 
ued operations, including the 
sale of Coldwell Banker Com¬ 
mercial. Consolidated reve¬ 
nues rose 4.0% during 1990 
to $55 97 billion from $53 79 
billion last year. 

We were, of course, nega 
tively affected by the reces¬ 
sion and the threat of war dur 
ing the fall season. Rising un 
employment, lower home 
sales, and a dramatic drop in 
consumer confidence ad 
versely impacted many of 
our businesses. Additionally, 
our insurance business expe 
rienced a second consecutive 
year of higher than normal 
catastrophe losses. 



Our merchandise strategy 
Is to become an integrated, 
powerful, specialty merchant 
in each of our individual busi¬ 
nesses. The combination of 
strong Sears and national 



brands in specialty power for 
mats should produce solid 
improvement in revenues at 
acceptable margins, as the 
economy improves. 


We are committed to con¬ 
tinuing to reduce our cost 
structure in the merchandis 
ing business. In January', we 
announced significant cost 
takeout actions that will be 
completed by the end of 
1991 designed to reduce pre¬ 
tax expenses by $600 million 
in 1991 and $700 million per 
year in the future. 

Examples of cost reduc- 
tioas include simplification ot 
our work processes in the 
non sales area of the retail 
stores, which will result in 
the elimination of approxi¬ 
mately 21,000 positioas by 
mid 1991; we also imple¬ 
mented a one year salary 
freeze for the 20,OCX) salaried 
associates in Sears Corporate 
and Merchandise Group. 

The combination of 
initiatives to improve reve¬ 
nues, stabilize gross margins 
and reduce costs continues 
to be the core of our strategy' 
in the Merchandise Group. 

The intense public scrutiny 
of the merchandising busi 
ness has overshadowed prog 
ress in building our con¬ 
sumer driven financial ser¬ 
vices business. Our focas on 
insurance, securities, credit 
card lending, real estate and 
mongage servicing has cre¬ 
ated a strong financial ser¬ 
vices base for the 90s and 
bey'ond. 

Although catastrophe 
losses and regulatory' prob 
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lems affected Allstate’s perfor¬ 
mance, our automobile, 
homeowners and life insur 
ance business experienced 
excellent growth. 

With emphasis on asset 
management, Dean Witter 
Securities business had a 
very successful year notwith¬ 
standing a poor industry envi¬ 
ronment, and we recorded 
our third coasecutive vear of 
profit growth at Discover 
Card. 

Coldwell Banker’s residen¬ 
tial brokerage business was 
perhaps the hardest hit by 
the economy, but after sub¬ 
stantial cost reductions we 
are now well positioned to 
participate in the rebound of 
the residential home market 
which should follow an up 
turn in the economv. 

Todav, Sears is a diversi- 

j 7 

fied family of companies pro¬ 
viding and distributing mer¬ 
chandise, merchandise-re¬ 
lated services and financial 
services to a customer base 
of more than 70 million 
households. Our four busi¬ 
ness groups-the Merchan¬ 
dise Group, Allstate, Dean 
Witter and Coldwell Banker- 
are leaders in their respective 
fields. Each is a strong indi¬ 
vidual company with a 
strong identity that benefits 
from its relationship with the 
others. Each of them also 
benefits from the financial 
strength of Sears, as well as 


the Sears reputation for trust, 
integrity and quality. All of 
our companies are united in 
a commitment to build an 
even closer relatioaship with 
the American consumer. 


“In 1990, the biggest 
challenge was man 
aging change and 
the greatest lesson we 
learned is that 
change takes time. It 
follows that our big 
gest challenge in 
1991 will be to capi 
talize on these 
changes and deliver 
improved results in 
the coming year. ” 



On April 1, 1991, Mr. Ed¬ 
ward R. Telling will retire 
from the Board of Directors, 
on which he has served since 
1969. During 1990, there 


were a number of manage¬ 
ment changes associated 
with the restructuring and 
the retirement incentive. All 
of these changes have been 
previously announced. 

Finally, I want to com 

mend our dedicated and 

loyal associates within the 

Sears family of companies. 

These are the people w r ho 

run our businesses dav in 

* 

and day out. We have placed 
tremendous demands on 
them during the past several 
years as we have been adjust¬ 
ing our organization to the re¬ 
alities of the marketplace. I 
appreciate their hard work 
and look forward to the fu¬ 
ture with confidence. 

I am encouraged by the 
outlook, as the U.S. economy 
works its wav out of the reccs- 

j 

sion. We believe we have the 
people and the resources to 
deliver the performance to 
wiiich vou are entitled, and 

j 

we are dedicated to fulfilling 
your expectations. 



Edward A. Brennan 
Chairman, President and 
Chief Executive Officer 
March 13, 1991 






Sears Merchandise Group 


Our fu ncla mental 
strategy> is to position 
Seats as an 
integrated, potverful, 
specialty merchant 
in each of our 
individual 
businesses. Success 
in this strategy will 
create value for our 
customers and our 
sharelxjlders. 
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Financial Highlights 

In millions 1990 1989 


Revenues 

$31,985.7 

$31,599.2 

Assets 

25,539.0 

25.516.9 

Receivables 

15,230.4 

15.579.5 

Net Income 

257.4 

646.9 




7 lie Schaumburg. III. auto cen 
te?' reflects the desire of the 
Sears team to provide branded 
tire values every day with un 
surpassed excellence in service 


■ ‘ - W continuation ot 

Hrlt; l * lc merchandis 
- 'mg transition be 

I gun m 1989 com 
I bincd to produce 
a difficult year for 
Sears Merchandise 
Group. We are convinced, 
however, that implementation 
of our strategy, as outlined to 
the left, will bring success in 
today’s intensely competitive 
retail environment. We remain 
committed to four simple 
objectives: 

• provide value and an enjoy 
able shopping experience for 
the customer everv dav; 

J 4 

• increase revenues; 

• maintain or increase mar 
gias; and 

• reduce costs at all levels of 
the organization. 

Although overall financial re 
suits were disappointing in 
1990, we did many things well 
in pursuing our objectives: 

• we combined our strong pri 
vate brands with many na 

m 

tional brands to provide cus¬ 
tomers with a wider assort¬ 
ment of products and prices; 

• we improved merchandise 
presentation throughout the 
store; 

• we increased our in stock po 
sition while tightly controlling 
inventc mes; 

• w r e implemented aggressive 
cost cutting measures designed 
to reduce pretax expeases by 
$600 million in 1991 and $700 
million per year in the future; 

• we will launch a “Best Buys 
of the Week program in the 
spring of 1991, which will of 


fer extraordinary values to our 

j 

customers on more than 150 
merchandise items. 

These actioas make Sears a 
beater and more exciting place 
for customers to shop. 

Our customer focused mer 
chandising strategy fits the 
needs of each of our individ 
ual businesses. Sears Brand 
Central features more than 80 
brands, including names like 
Whirlpool, GE, Amana, Singer, 
JennAir and Hoover. These 
brands complement our pri 
vate label Kenmore brand, 
and enabled us to enhance 
our number one market share 
position in appliances and elec 
ironies, even as the durables 
market declined. In 1990, we 
completed the roll out of 


Brand Central to all of our 
stores. We are the only retailer 

j 

supported by a nationwide or¬ 
ganization servicing all major 
appliance and electronics 
brands. 

Approximately half of our 
more than 800 auto centers 
were remerchandlsed in 1990, 
with the balance scheduled for 


on every transaction. 























1991. Sears auto centers now 
carry such brand name tires as 

m 

Firestone, Yokohama, 
Bridgestone, Pirelli and Good¬ 
rich. Our automotive depart 
ment emphasizes quality and 
service in focusing on time-sav¬ 
ing tire service and oil 
changes, as well as in batteries, 
brakes and shocks. 

Sears Craftsman brand con¬ 
tinues to be an industry leader 
in hardware, and we have 
added Skil, Black & Decker 
and Makita industrial tools to 
complement our wide assort¬ 
ment. Last spring, the lawn 
and garden business also en¬ 
hanced its product line with 
the addition of Black & 

Decker, Weedeater, Jacobsen 
and Troy Bilt products. 

Synergies between Western 
Auto, one of our Specialty 7 Mer 
chandising Businesses, and the 
Sears stores have provided rev¬ 
enue and income gaias. West 
ern Auto now 7 sells DieHard 
batteries and Craftsman tools, 
and accepts the SearsCharge, 
providing growth for both 
Western Auto and Sears. 

Significant gains were also 
made in the women’s apparel 
business in 1990. Mainframe, 
our junior apparel department, 
continued its success. Other 
Women's departments en 
joying increases during the 
year were dresses, intimate ap 
parel, nightwear, hosiery, jew¬ 
elry 7 and footwear. In 1991, 
women s sportswear will coor¬ 
dinate with the dress depart¬ 
ment in making the career cus¬ 
tomer a priority. We also are 
broadening the product mix 
with more national brands. 

Similar strategies are being 
implemented in both the 
Men's and Kid’s departments 
where OshKosh B’Gosh, 
Playskool, Bugle Boy, Levi’s 
Dockers and other brands are 
now available. 

Our furniture format, 
Homelife, was in place in 34 


stores and five freestanding lo¬ 
cations at the end of 1990. 
These expanded departments 
present many brands, among 
them Barcalounger, Broyhill, 
Bush, Dresher, Lane, Sealy 
and Simmons, in dramatic 
accessorized settings. We plan 
to open an additional 35 
Homelife formats during 1991 
and will continue to monitor 
the profitability 7 of that busi¬ 
ness. 

Our credit business per¬ 
formed w-ell in 1990 and con¬ 
tinues to offer innovative pro¬ 
grams like SearsCharge Bonus 
Club. Introduced last Septem¬ 
ber, more than 45 million 
SearsCharge cardholders are 
now 7 eligible to earn Bonus Cer¬ 
tificates good for savings on 

any Sears merchandise or ser- 

0 

vices. Customers receive Bo¬ 
nus Certificates with their bill¬ 
ing statements when their 
SearsCharge purchases total 
$200 or more. Nearly seven 
million Bonus Certificates were 
issued in 1990. 

Through our relationship 
with Homart, the real estate 
development arm of Cold- 
well Banker, Sears has 
many of the best store 
locations in the coun¬ 
try. We are an anchor 
in many large, well- 
situated malls, con¬ 
venient to our cus¬ 
tomers. Of the 20 
Sears stores opened 
in new markets in 
1990, four were in 
Homart malls. As 
part of our carefully 
planned growth, w r e 
also replaced 25 older stores 
and closed four Sears stores. 
We plan to open approxi¬ 
mately 30 stores during 1991. 

While our catalog business 
didn’t meet our expectations 
last year, we remain commit¬ 
ted to its profitable growth. In 
the face of intense competition 
in the catalog industry', we are 


concentrating on increasing 
revenues and reducing costs. 

We made some very difficult 
decisioas during 1990, and our 
associates have responded 
with professionalism to the de¬ 
mands placed upon them. 

Sears has the best people in re¬ 
tailing. We are confident that 
through their skill and dedica¬ 
tion we will capitalize on op¬ 
portunities for the future. 


We added such brands as 
Katie , Jeffrey & Dara , Michael 
Blair . Studio One and S i. 
Fashions-our customers re¬ 
sponded by purchasing more 
than ever before . resulting in a 
double digit sales increase for 
the dress department Jar the 
year. 



















Allstate Insurance Group 


We will focus our re 
sources on satisfying 
our customers. The 
major vehicle to ac¬ 
complish this will he 
the Allstate agencies, 
and we will aggres¬ 
sively pursue Custom 
er Focused Quality 
in an effort to pm 
vide the fyest products 
and service in the 
industry. 


Financial Highlights 

in millions 1990 1989 

Revenues 

*18,199.1 

$16,803.1 

A— 

59,950.3 

34.010.1 

Investments 

33,509.9 

28.617.5 

Net Income 

701.3 

815.2 


/instate 


llstate Insurance 
Company posted 
higher revenues 
for 1990, but 
lower earnings 
than 1989. Ex 
tremely high catas¬ 
trophe losses con 
tinued in 1990, which ranked 
as Allstate’s second w'orst year 
for natural disasters. 

A major contributor to the 
decreased income was consum¬ 
er, legislative and regulatory ac¬ 
tivity that created an environ 
ment in w’hich Allstate’s premi 
urns were unable to keep up 
with increases in the cost of 
losses. Rising inflation in the 
medical sector w^as a major fac¬ 
tor driving up the average cost 
of incurred claims. 

In 1990, Allstate reassessed 
its strategies for operating in 
today’s difficult climate. We are 
renewing our commitment to 
customers by concentrating 
resources on Allstate agents 
and aggressively pursuing cus¬ 
tomer focused quality’ through 
all of our distribution systems. 
This emphasis will position 
Alistate to successfully pursue 
its long term goals and en¬ 
hance its status as an industry’ 

# 

leader. 

Personal Property and 
Casualty 

Following several years of 
record setting grow’th in profits 
and market share, Allstate's per¬ 
sonal property’ and casualty* 
business currently faces a num¬ 
ber of challenges. Pressure to 
lower auto rates, increased 
competitive influences and 
slowing economic growth con 
tinue to have an adverse 
impact. 

As we enter 1991, our direc 
tion will focus on strategies de¬ 
signed to maintain a proper 
balance between growlh and 
enhanced shareholder value. A 
key focus will be on retaining 
customers as a means to im 
prove profits. Our agents' role 


in this strategy is critical. Addi¬ 
tional emphasis will be placed 
on improving their ability’ to 
provide direct service and to 
sell additional Allstate prod¬ 
ucts to existing policyholders 
through enhanced information 
and computer capabilities. 

Another major initiative will 
focus on taking costs out of 
those areas that do not pro¬ 
vide value for our customers. 
We will constantly evaluate the 
quality’ of our new and re¬ 
newal business and classify’ all 
risks to easure the proper pre¬ 
mium. In the claim area, pro 
grants to utilize technological 
advances in claim handling 
and emphasize better fraud de 
tection to lower loss costs will 
be introduced. Additionally, 
we will work closely with 
Sears Merchandise Group as a 
claim replacement source for 
homeowner and auto repair 
components to improve loss 
expense management. 


Allstate Life 

The Allstate Life Insurance 
Company continued its strong 
growth pattern in 1990, w’hile 
positioning itself to compete 
for the increasing opportuni¬ 
ties in the life iusurance 
market. Its various distribution 
systems provide the flexibility 
to anticipate and react to ever- 
changing customer needs. 

Allstate agents comprise the 
largest of the Life Company's 
distribution systems and con 
tinue to be at the forefront of 
our growth strategies. The ex 
pansion of the Life Specialist 
initiative—the partnering of 
Allstate agents with producers 
w’ho have expertise in life iasur 
ance and annuities—Is proving 
to be* verv successful in more 
fully serving the diverse needs 
of millioas of Allstate policy¬ 
holder families. 

To further respond to cus¬ 
tomer needs, a broader array 
of life iusurance products Is on 



7 be Allstate 
Rational Quality 
Institute wets ere 
atecl in 1WX) to 
coordinate Qual 
ity training for 
every Allstate 
employee. By 
year end 1 990, 
wore tlyan 44,000 
employees hail 
receiled some 
form of Quality 
training. 
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the horizon, including new 
term insurance policies which 
will be available at midyear. 

In addition, Allstate Life is 
involved in a broad study 
directed at fully understanding 
and meeting the service re¬ 
quirements of its customers 
and agents in the 1990s. 

The Life Company’s syner¬ 
gies with other members of 
the Sears family, such as annu¬ 
ity sales through Dean Witter 
account executives and direct 
marketing through 
SearsCharge and Discover 
Card, continue to enhance its 
strong competitive position in 
the life insurance industry. 

Business Insurance 

In 1990, Allstate Business 
Insurance introduced new tech¬ 
nology to better serve both 
agents and customers. The ad¬ 
vanced Eclipse automation sys¬ 


tem provides significant assis¬ 
tance to Northbrook Property 
and Casualty Insurance 
branches and Allstate Regional 
Commercial Centers in the 
form of decision support sys¬ 
tems and premium-related 
processing. In 1990, Eclipse 
eliminated more than $4 mil¬ 
lion in unnecessary costs. 
Northbrook Property and Casu¬ 
alty Insurance Company also 
introduced Northbrook Online 
system, a venture with Prodigy 
Services Company which will 
provide special information 
and services to its top-produc¬ 
ing independent agencies, help¬ 
ing them become more pro¬ 
ductive and more profitable. 

Business Insurance contin¬ 
ued to focus on product lines, 
markets and producers with 
the greatest potential for profit, 
while maintaining high servic¬ 


ing standards. In 1991, we will 
begin to customize support to 
the Allstate agency force, pro¬ 
viding special training and ser¬ 
vices to maximize both produc¬ 
tion and agent satisfaction. 

Through all Allstate employ¬ 
ees, we are building a service 
environment, based on quality, 
that produces competitive 
products and customer satisfac¬ 
tion. 


An example of Allstate's focus 
on synergy is Sacramento re¬ 
gion Neighborhood Office 
Agent Susan Strong, who 
makes Allstate products avail 
able to customers of the Sears 
Financial Network family 
through her relationship with 
Coldwell Banker sales asso 
dates in Elk Grove , California. 
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Dean Witter Financial Services Group 


Our continued 
stmng performance 
is the result of the suc¬ 
cessful pursuit of a 
strategy> aimed at 
achieving our pri¬ 
mary objectives for 
the 1990s: to becotne 
the market leader 
among client focused 
securities firtns, and 
to grow our credit 
services business 
steadily and profit¬ 
ably. 


Financial Highlights 


In millions 

1990 

1989 

Revenues $4,606.8 

$4,064.6 

Income 

232.9 

1660 

Capital 

1,864.9 

1,712.1 

in billions 



Total 

Client 

Ametn 

119.6 

1050 





DEAN WITTER 



ean Witter Fi¬ 
nancial Services 
Group posted its 
best year ever in 
1990 despite a 
nationwide eco 
nomic downturn, 
uncertain U.S. 
securities markets and an in¬ 
creasingly competitive climate 
for credit cards. 

Profits rose as our Securities 
and Discover Card businesses 
each again achieved record 
years. Group income increased 
to $232 9 million, up 40 3% 
from $ 166.0 million in 1989. 
Group revenues rose 13 3% to 
$4.6 billion from $4.1 billion a 
year ago. 

Our continued strong perfor¬ 
mance in an unsteadv business 

4 

environment is the result of 
the successful pursuit of a 
well conceived strategy aimed 
at achieving our two primary 
objectives for the decade: to 
become the market 
leader 


The strategy 7 that helped us 
to produce those results in an 
adverse environment is 
straightforward: 

• focus on the consumer; 

• deliver financial products 
and services to our dienes 
through our professional 
account executives; 

• deepen and expand our 
assets under management; 

• maintain a low 7 cost 
structure. 

Pursuit of this strategy* in 
1990 produced several operat¬ 
ing highlights: retail market 
share neared 14%, the highest 
in our history 7 : sale of insur¬ 
ance products rose from $838 
million to $1.4 billion, with 
Allstate products accounting 
for nearly 90% of that total; op¬ 
erating revenue from taxable 
fixed income products climbed 
80%. 


Guided by a low cost, risk 
averse, highly focused strategy 7 , 
our overall investment banking 
business was strong in 1990, 
with improved rankings in 
corporate and municipal 
underwritings, success in asset 
backed securities and a 50% in¬ 
crease in merger and acquisi 
tion financing revenue. 

As the decade continues to 
unfold, safety 7 , stability and 
service will be the watchwords 
for cautious consumers. While 
our capital strength and conser¬ 
vative approach meet our cli 
ents’ need for safe and stable 
investment and savings oppor 
tunities, our abilitv to effi- 

4 

ciently process client assets un 
der the banner of newly 


% 


among 
client 
focused 
securities 
firms and to 
grow our 
credit card 
business stead¬ 
ily and profit 
ably. 





Despite the most 
difficult year for the 

4 

securities industry 

4 

since 1973 74, our 
Securities business 
achieved record net 
income of $ 109.0 
million, up 
from $100.2 
million in 
1989. 

Discover Card 's in no 
vative and unique 
Cashback. Bonus® 
has awarded Card 
holileis wore than 
$100 million since 
the Card 's inception 
file years ago 
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formed Dean Witter Trust Com 
pany enhances our already 
high level of client service. 

Credit Services 

Discover Card in 1990 solidi 
fled its position as a major 
player in the increasingly com 
petitive credit card market 
place. Receivables reached 
$11.6 billion, up from $8.5 bil 
lion, while net income rose 
45.5% to $116.7 million, up 
from $80.2 million in 1989. Dis¬ 
cover Card also achieved new 
highs in the number of 
Cardmembers, 3 7 -8 million; 
and merchant outlets, 1.24 
million. 

In 1990 Discover Card cele¬ 
brated its five year anniversary 
with several milestones. The 
year marked the return of 
more than $100 million in 
Cashback bonuses earned bv 

j 

Cardmembers since the Card’s 
launch in 1985. Discover Card 
surpassed $1 billion in depos- 
its in Discover Savers Accounts 
and Discover Card CD ac 
counts through a very success¬ 
ful bank by mail program. 

During the year, the business 
made important strides in pen 
etrating lx)th the supermarket 
and fast food industries while 
continuing to penetrate tradi¬ 
tional acceptors of credit cards. 

In February 1990. Discover 
Card broke with industry tradi 
tion and offered its Cardmem 
bers a grace period on cash ad¬ 
vances. Cardmembers receive 
interest free cash by paying oft 
their card balances in full each 
month. Cardmembers also ben¬ 
efited from the introduction of 
TravelLine, a free service offer 
ing automatic flight insurance 
of $500,000 on all airline tick 
ets bought with the Card, 24- 
hour emergency travel service, 
a 24 hour automobile Road 
Helpline and 24 hour emer¬ 
gency cash service. These ser 



vices can be accessed by dial 
ing 1 800 DISCOVER. 

Sears Payment Systems 
(SPS) continued its rapid 
growth in 1990. SPS realized 
further gains in its reputation 
among retail chains as one of 
the foremost suppliers of pri 
vate label credit card programs 
and electronic point-of-sale 
transaction processing services. 
Along with a rise in net in¬ 
come, private label credit card 
receivables increased over 
63%; transaction processing 
volume grew 34%. 

Building on its recent reorga¬ 
nization, Sears Consumer 
Finance changed its name to 
Sears Consumer Financial Cor¬ 
poration, Lending Services 
Division (SCFC LSD) and 
posted gains in overall loan vol¬ 
ume-up 26% to $668 million 
from $530 million; and home 


equity loan volume-up 44% to 
$267 million from $186 mil¬ 
lion. Net income rose $16.6 
million over 1989. 

As we look ahead, the fu 
ture of the financial services in 
dustrv remains uncertain. Nev 
ertheless, our strategy 7 , capital 
base, asset gathering ability, 
and low ; cost structure, when 
combined with our strongest 
asset-our dedicated employees 
-will enable Dean Witter, DLs 
cover Card, SPS and SCFC LSD 
to continue competing profit¬ 
ably in this growing industry. 


Dean Witte?' Securities 7 (XX) 
account executives through 
out the U.S., Canada and six 
countries alrrocui offer retail in 
vestors a wide range of in test 
merit and savings alternatives. 
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Coldwell Banker Real Estate Group 


Our mission is to pro 
vide customers with 
high quality residen 
tial real estate prod¬ 
ucts and services, to 
create value through 
real estate develop 
ment and to leverage 
our strengths as a 
member of the Seats 
family. 


Financial Highlights 


in millions 

1990 

1989 

Revenues 

*1377.4 

$1,448.0 

Assets 

7352.4 

7,2283 

Investments 

6,890.6 

6.361.6 

Net Income 

25.5 

126.7 

in billions 

Mortgage 

Production 

Volume 

4.5 

3-8 

Residential 
Market Share 

11% 

11% 



■ old well Banker 

Real Estate Group 
(CBREG) results, 
H|; which were af- 

I fected by the diffi 

• cult real estate 

economy in 1990, 
decreased from re¬ 
cent years. How 

j 

ever, because of its underlying 
strength and diversity, CBREG 
did record several important ac¬ 
complishments. 

Coldwell Banker 
Residential 

Coldwell Banker Residential 
Affiliates, Inc. (CBRA) contin¬ 
ued its record growth. The 
company affiliated its 1,300th 
office and expanded into all 50 
states. In 1990, several large, in¬ 
dependent companies joined 
CBRA in Cleveland, Boston 
and Detroit. Expaasion also 
continued in Canada. 

Coldwell Banker Relocation 
Management Services, Inc. 
(CBRMS) became the second 
largest corporate relocation 
firm through its continued 
growth and the ac¬ 
quisition of Em¬ 
pire Relo 
cation. 


In 1990, CBRMS handled 21% 
of the corporate relocation 
market. 

Use of Sears Mortgage Corp. 
for residential mortgages by 
customers of Coldwell Banker 
company-owned offices in 
creased 36% from 1989, gener 
ating $1.5 billion in loan appli 
cations. Coldwell Banker con 
tinued to broaden service for 
its customers through its lead 
sharing program with Allstate, 
which was successfully rolled 
out to company-owned offices 
in 1990. 

Coldwell Banker sales asso 
dates enjoyed a colorful re¬ 
minder of their membership in 
the Sears family by providing 
prospects with calendars featur¬ 
ing historic homes beautified 
with Sears Weatherbeater 
brand paint, which included 
coupoas for discounts on 
Weatherbeater paint at Sears 
stores. 

Consumer awareness of the 

_ Coldwell 

Banker name 
Is at an all 
time high. 
According 
to an an¬ 
nual study 

4 

by Gallup, 
Coldwell 
Banker 
name 




awareness has increased 
by 49% since 1981, and was 
up 5% in 1990 alone. These 
results are attributed to an ef 
fective national advertising 
campaign and the increased 
market penetration Coldw r ell 
Banker is experiencing with its 
nationwide presence. 

The Residential Group con¬ 
solidated its headquarters in 
Mission Viejo, Calif., creating a 
more effective and efficient 
business organization. At year- 
end, Coldwell Banker had 
1,850 offices and 40,(XX) real 
estate brokers and sales 
associates. 

Sears Mortgage Group 

Sears Mortgage Corporation 
(SMC) added $6.7 billion to its 
mortgage servicing portfolio 
with an acquisition of servicing 
rights from Southeast Mort 
gage Company. The acqulsi 
tion lowered SMCs cost 
structure by providing for 
more efficient use of its central¬ 
ized resources, and made it 
more profitable for SMC to re¬ 
tain servicing rights which will 
contribute to long term growth 
and consistent profits. 

Coldwell Hanker offices nation 
wide have access to Sears Mori 
gage Corporation products 
and services through conven 
tional relationships and 
through an innovative corn 
puter netuork. 
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SMC increased its loan of¬ 
ficer force from 370 to 523 
with 93 branches in 33 states. 
Its residential mongage pro 
duction volume exceeded $4.5 
billion in 1990. At vear-end, 
SMC branches covered all Cold 
well Hanker company owned 
offices and about 300 affiliates. 
In addition, SMC offered the 
new Affiliates Choice program 
to provide mortgage services 
for Coldwell Banker affiliates 
not served by SMC branches. 

Sears Savings Bank (SSB) 
continued to improve operat 
ing results as an integrated 
member of the Mortgage 
Group. Its “Solid Gold” prod 
uct, a 10 year term,/30-year am¬ 
ortization jumbo mortgage 
loan introduced in late 1989, 
accounted for $516 million of 
mortgage originations and 
added an attractive, fixed rate 
mortgage product for con¬ 
sumers. 



f 


Homart Development Co. 

As a developer of in¬ 
vestment quality shopping 
centers and office buildings, j 


Homart continues to add 
value through the acqui 
sition, development and 
management of proper¬ 
ties. At year-end, Homart 
owned and operated 16 
regional malls, was a partner 
in 11 regional mall joint ven 
tures and one community' 
center joint venture, and man¬ 
aged seven regional malls for 
others. Homart also owns and 
operates 21 generally mature 
and well occupied office build¬ 
ings, two of which are joint 
ventures. Responding to mar 
ket conditions, there have 
been only two new office 
stans in the past three years. 

Homart opened four re 
gional malls, each with Sears 
as an anchor: The Pavilions at 
Buckland Hills, in Connecticut; 





Columbiana Centre, in South 
Carolina; Steeplegate Mall, in 
New Hampshire; and 
Superstition Springs Center, in 
Arizona. Construction contin¬ 
ued toward the 1991 opening 
of Bay City Mall, in Bay City, 
Michigan, and Homart also 
opened the second phase of Ar 
den Fair Mall’s renovation, in 
creasing the size of the Sacra¬ 
mento, Calif, mall to 933,600 
square feet. The company also 
broke ground for two Sears-an¬ 
chored regional malls planned 
to open in 1992: Moreno Val¬ 
ley' Mall at TownGate, in Cali 
fomia and Pembroke Lakes 
Mall, in Florida. 


Working closely 
toward future 
success, Homart 
and tl?e Sears 
Merchandise 
Group have 
planned several 
regional shop 
ping center pro 
jects slated for 
development in 
the 1990s . 














Financial Objectives 


Our primary Jinan 
cial objective re¬ 
mains the same as 
that outlined in last 
year's annual report: 
to provide our 
shareholders a rate 
of return on their 
investment which ex¬ 
ceeds , over time, re 
turns which could be 
earned by alterna¬ 
tive investments of 
comparable risk. We 
seek to achieve this 
objective in a man 
ner that recognizes 
the interests of all 
the company's con¬ 
stituents. 




eturns to share¬ 
holders are pro 
vided through a 
combination of 
dividends and 
share price appre 
ciation. In 1990, 
the company con¬ 
tinued its $2.00 
per share dividend. We recog 
nize that dividends are an inv 
portant component of value 
for many of our shareholders; 
and our long term objective is 
to increase dividends consis¬ 
tent with our earnings growlh 
and our need for funds to 
finance internal investment op¬ 
portunities. 

We continue to believe that 
long term share price apprecia¬ 
tion will result from superior re 
turn on equity (ROE) perfor 
mance. We are not satisfied 
with our recent ROE perfor 
mance and are taking steps to 
improve it. Our goal is to 
achieve a sustainable ROE of 
15%, wail in excess of both 
our 1990 and 1989 ROE results 
of 6.8% and 10.9% respective¬ 
ly. Our progress in 1990 was 
slower than planned, and w r as 
alfected by the weak economy 
and the Persian Gulf war. Our 
most concerted efforts at im¬ 
proving ROE are in the Mer¬ 
chandise Group. We have 
taken actions to stimulate reve 
nue growth and improve inven 
tory management, and have im¬ 
plemented cost-cutting mea¬ 
sures which will reduce the ex 
pense base in excess of $700 
million before tax on an an 
nual basis. The success of our 


efforts to stimulate revenue in 
1991 will be greatly affected 
bv the level of consumer confi- 

j 

dence and the overall health 
of the U.S. and Canadian econ¬ 
omies. 

We continue to invest heav¬ 
ily in high growth, high ROE 
businesses as a way to inv 
prove our consolidated ROE 
and to enhance shareholder 
value. Included among those 
businesses which experienced 
significant investment in 1990 
were SearsCharge, Discover 
Card, and Allstate Life Iasur- 
ance. Receivables from 
SearsCharge and Discover Card 
totaled $311 billion at year 
end 1990 (before securitiza¬ 
tion), an increase of $5.0 bil 
lion or 19% compared to 1989. 
We anticipate that w^e will con¬ 
tinue to have investment op 
portunities in our current busi 
nesses that will yield returns 
comfortably in excess of their 
cost of capital. 

We strive to enhance share¬ 
holder value by minimizing 
the company’s weighted aver 
age cost of capital through the 
prudent use of financial lever 
age. The portion of assets 
financed by debt continued to 
increase in 1990. The increase 
reflects our continued invest 
ment in financial services, 
where a higher degree of lever¬ 
age can be safely used. We 
strive to minimize the risks as¬ 
sociated with the use of debt 
by diversifying the maturity, 
type, and market source of fi¬ 
nancing. 
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Sears, Roebuck and Co. 


Responsibility for Financial Statements 



he financial statements, including the financial 
analysis and all other information in this annual 
report, were prepared by management which is 
responsible for their integrity and objectivity. 
Management believes the financial statements, 
which require the use of certain estimates and 
judgments, fairly and accurately reflect the 
company's financial position and operating re 
suits, in accordance with generally accepted ac 
counting principles. All financial information in this annual re¬ 
port Is coaslstent with the financial statements. 

Management maintains a system of internal controls 
which it believes provides reasonable assurance that, in all ma¬ 
terial respects, assets are maintained and accounted for in ac 
cordance with management’s authorizations and transactions 
are recorded accurately in the books and records. The con 
cept of reasonable assurance Ls based on the premise that the 
cost of internal controls should not exceed the benefits de 
rived. To assure the effectiveness of the internal control sys 
tern, the organizational structure provides for defined lines of 
responsibility and delegation of authority. The company’s for 
mally stated and communicated policies demand of employ 
ees high ethical standards in their conduct of its business. 
These policies address, among other things, potential conflicts 
of interest; compliance with all domestic and foreign laws, in 
eluding those related to financial disclosure; and the confiden 
tiality of proprietary information. As a further enhancement of 
the above, the company’s comprehensive internal audit pro¬ 
gram Ls designed for continual evaluation of the adequacy and 
effectiveness of its internal controls and measures adherence 
to established policies and procedures. 


Deloitte & Touche, independent certified public accoun 
tants, have audited the financial statements of the company 
and their report is presented below’. Their audit also includes 
a study and evaluation of the company’s control environment, 
accounting systems and control procedures. The independent 
accountants and internal auditors advise management of the 
results of their reviews, and make recommendations to im 
prove the system of internal controls. Management evaluates 
the audit recommendations and takes appropriate action. 

The Audit Committee of the Board of Directors Is com 
prised entirely of directors who are not employees of the com 
pany. The committee reviews audit plaas, internal controls, fi 
nancial repons and related matters and meets regularly with 
the company's management, internal auditors and indepen 
dent accountants. The independent accountants and the inter 
nal auditors advise the committee of any significant matters 
resulting from their audits of our financial statements and inter 
nal controls and have free access to the committee without 
management being present. 


Edward A. Brennan 
Chairman, President 
and Chief Executive Officer 


James M. Denny 
Senior Vice President and 
Chief Financial Officer 

John S. Vivian 
Vice President and 
Corporate Comptroller 


Retort of Independent Certified Public Accountants 


To the Shareholders and Board of Directors 
Sears, Roebuck and Co. 


We have audited the accompanying Consolidated State¬ 
ments of Financial Position of Sears, Roebuck and Co. as of 
December 31. 1990 and 1989, and the related Consolidated 
Statements of Income, Shareholders’ Equity and Cash Flows 
for each of the three years in the period ended December 31, 
1990. These financial statements are the responsibility of the 
Company’s management. Our responsibility Is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that we 
plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material mis 
statement. An audit includes examining, on a test basis, evi 
dence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting 
principles used and significant estimates made by manage 


ment, as well as evaluating the overall financial statement pre¬ 
sentation. We believe that our audits provide a reasonable ba 
sis for our opinion. 

In our opinion, such consolidated financial statements 
present fairly, in all material respects, the financial position of 
Sears, Roebuck and Co. as of December 31. 1990 and 1989, 
and the results of its operatioas and its cash flow's for each of 
the three years in the period ended December 31, 1990, in 
conformity with generally accepted accounting principles. 

As discussed in note 10, the Company changed its account 
ing for income taxes in 1988. 

<doJ2+J£te t 

February 15, 1991 
Chicago, Illinois 
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Sears, Roebuck and Co. 


Ten-Year Summary of Consolidated Financial Data 

$ millions, except per common share data 




Operating results 

1990 

1989 

1988 

Revenues 

$ 55,972 

1 53.794 

* 50,251 

Costs and expeases 

51,808 

48,869 

45,617 

Restructuring 

265 

— 

751 

Interest 

3,370 

3,224 

2,937 

Operating income 

529 

1,701 

946 

Other income 

144 

129 

157 

Income from continuing operations before income taxes, minority 
interest and equity in net income of unconsolidated companies 

673 

1,830 

1,103 

Income taxes (benefit) 

Current operations 

(82) 

353 

54 

Fresh start and deferred tax benefits 

(139) 

— 

— 

Income from continuing operations 

892 

1,446 

1.032 

Income (loss) from discontinued operations 

10 

63 

(122) 

Cumulative effect of change in accounting for income taxes 

— 

— 

544 

Net income 

902 

1,509 

1,454 

Percent return on average equity 

6.8% 

10.9% 

10.5% 


Financial position 


Investments 

$ 38,675 

t 33,705 

t 29,136 

Receivables 

33,816 

32.141 

28,685 

Property and equipment, net 

5,850 

5,407 

5,179 

Merchandise inventories 

4,074 

4,358 

3,716 

Total assets 

96,253 

86,972 

77,952 

hisurance reserves 

25,750 

20,847 

17,329 

Short term borrowings 

15,314 

12,714 

8,978 

Long term debt 

12,636 

10,036 

9,736 

Total debt 

27,950 

22,750 

18,714 

Percent of debt to equity 

218% 

167% 

133% 

Shareholders* equity' 

$ 12,824 

$ 13.622 

$ 14,055 

Shareholders’ common 




stock Investment 




Book value per share (year end) 

$ 37.38 

$ 39.77 

$ 37.75 

Shareholders (Profit Sharing Fund counted as single shareholder) 

345,071 

348,597 

351.999 

Average shares outstanding (millions) 

343 

351 

379 

Net income per share 




Income from continuing operations 

$2.60 

$4 12 

$2.72 

Income (loss) from discontinued operations 

.03 

.18 

(32) 

Cumulative effect of change in accounting for income taxes 

— 

— 

1.44 

Net income 

2.63 

4.30 

3.84 

Dividends per share 

$2.00 

$2.00 

$2.00 

Dividend payout percent 

76.0% 

46.5% 

52.1% 

Market price (high low) 

4174-22 

4814-36'/; 

46-32 '4 

Closing market price at year end 

25-54 

38'4 

40 7 4 

Price/eamings ratio (high low) 

16-8 

11-8 

12-8 

Operating results reflect the group life health business of Allstate Insurance Group and the commercial division of Coldwell Banker Real Estate Group as 


discontinued operations. See note 1 to the consolidated bnancial statements. 
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1987 

1986 

_ 1985 

1984 

1983 

1982 

1981 

$ 45,904 

* 42,303 

* 39,349 

$ 37,898 

$ 35,257 

S 29,559 

$ 27,243 

41,222 

38,139 

35.384 

33,766 

31,751 

26,866 

25,182 

105 


— 

— 

- 

2,721 

2,653 

2,629 

2,528 

1,703 

1,628 

1,520 

1,856 

1,511 

1,336 

1,604 

1,803 

1,065 

541 

239 

282 

277 

246 

66 

28 

101 

2,095 

1,793 

1,613 

1,850 

1,869 

1,093 

642 

521 

444 

306 

498 

565 

238 

10 

(172) 

1,726 

1.336 

1,280 

(60) 

1.422 

1,326 

866 

646 

(93) 

3 

14 

30 

11 

(5) 

4 

1,633 

1,339 

1,294 

1,452 

1,337 

861 

650 

12.3% 

10.8% 

11.4% 

14.0% 

14.4% 

10.1% 

8.2/ 


25,120 

$ 22,183 

26,026 

21,417 

4,790 

4,593 

4,115 

4,013 

75,014 

66,009 

13,169 

10,014 

7,055 

4,306 

9,562 

10,067 

16,617 

14,373 

123% 

110% 

13,541 

$ 13,017 


19,249 

$ 17,203 

18,942 

17,565 

4,541 

4,361 

4,115 

4,530 

66,426 

57,073 

8,090 

6,919 

3,996 

3,887 

9,907 

9,531 

13,903 

13,418 

118% 

123% 

11,776 

$ 10,903 


15,434 

$ 13,497 

15,511 

11,532 

3,938 

3,396 

3,621 

3,146 

46,177 

36,541 

6,262 

5,667 

4,596 

2,820 

7,405 

5,816 

12,001 

8,636 

123% 

98% 

9,782 

$ 8,812 


$ 12,229 

10,827 
3,312 
3,103 
34,406 
5, l 6 l 
3,233 
5,324 
8,557 
103% 

$ 8,269 


$ 35.77 

$ 33.90 

$ 31.66 

$ 29.46 

$ 27.59 

$ 2508 

$ 23.77 

328,446 

319,686 

326,201 

340,831 

339,644 

350,292 

354.050 

378 

369 

363 

358 

353 

350 

316 

$4.55 

$3.57 

$3.47 

$3.92 

$3.76 

$2.47 

$2.05 

(.25) 

.01 

.04 

.08 

03 

(01) 

.01 

4.30 

3.58 

3.51 

4.00 

3.79 

2.46 

2.06 

$2.00 

$1.76 

$1.76 

$1.76 

$1.52 

$ 1.36 

$1.36 

46.5% 

49.2% 

50.1% 

44.0% 

40.1% 

55.3% 

66.0% 

59%-29% 

50-%-35% 

41 %-30% 

40%-29% 

45%-27 

32-15% 

20%-14% 

33% 

39 V ) 

39 

31% 

37% 

30% 

16Vh 

14-7 

14-10 

12-9 

10-7 

12-7 

13-6 

10-7 


Operating results and financial position for 1986 and thereafter may not be comparable to prior years due to adoption of new pension accounting rules. 

Operating results and financial position for 1982 and prior years include Sears Canada Inc. on the equity method of accounting. Due to the purchase of a 
majority interest during 1983, the financial statements subsequent to Dec. 31, 1982 present Sears Canada Inc. on a consolidated basis. 

Operating results for 1982 and thereafter include the Securities activities of the Dean Witter Financial Services Group and Coldwell, Banker & Company, 
which were acquired on Dec. 31, 1981. 
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Sears, Roebuck and Co. 


Five-Year Summary of Business Group Data 


Sears, Roebuck and Co. Ls comprised of four principal busi 
ness groups. Management believes that, while the consolidated 
financial statements reflect the total financial resources and oper 
ating results of the company, analysis ol the operations of the 
various industry components within the company is facilitated 
by separate group statements. Therefore, beginning on page 31 
are supplemental summarized financial statements, including 
notes unique to the operations of each group, and analyses of 
operations and financial condition. 


The following five year summary of pertinent business 
group data, derived from the accompanying statements, in 
eludes a further refinement within industry segments. Corporate 
and Other assets are principally intercompany receivables, Sears 
Tower, investments and subsidiaries not included in the busi 
ness groups. Corporate and Other operations include revenues 
and expenses of such subsidiaries, and items of an overall hold 
ing company nature including that portion of administrative 
costs and interest which is not allocated to the groups. 


millions 


Revenues 

1990 

1989 

1988 

1987 

1986 

Sears Merchandise Group 

Merchandising 

$25,093 

$25,002 

$24,252 

$22,894 

$22,092 

Credit 

2,672 

2,462 

2,260 

2,011 

2,068 

International 

4,221 

4.135 

3,744 

3,180 

2,914 

Sears Merchandise Group total 

31,986 

31,599 

30,256 

28,085 

27,074 

Allstate Insurance Group 

Property liability insurance 

15,744 

14,385 

13,268 

11,794 

9,883 

Life insurance 

2,455 

2,218 

1,656 

1,261 

896 

Allstate Insurance Group total 

18,199 

16,803 

14,924 

13,055 

10,779 

Dean Witter Financial Services Group 

Securities 

2,476 

2,350 

2,481 

2,747 

2,563 

Credit Services 

2,131 

1,715 

1,277 

699 

248 

Dean Witter Financial Services Group total 

4,607 

4,065 

'JJ 

DC 

3,446 

2,811 

Coldwell Banker Real Estate Group 

1,377 

1,448 

1,444 

1,399 

1,344 

Corporate and Other 

152 

146 

198 

176 

489 

Intergroup transactions 

(349) 

(267) 

(329) 

(257) 

( 194 ) 

Total 

$55,972 

$53,794 

150,251 

$45,904 

$42,303 


Income from continuing operations before income taxes, 

minority interest and equity in net income of unconsolidated companies 




Sears Merchandise Group 

Merchandising 

Credit 

International 

Restructuring 

$ 77 

532 

101 

(265) 

$ 483 

464 

189 

$ 400 

517 

167 

(751) 

$ 912 

463 

132 

(105) 

$ 885 
502 
98 

Sears Merchandise Group total 

445 

1,136 

333 

1,402 

1,485 

AlLstate Insurance Group 

Property liability iasurance 

42 

441 

674 

701 

444 

Life insurance 

261 

244 

192 

191 

166 

AlLstate Iasurance Group total 

303 

685 

866 

892 

610 

Dean Witter Financial Services Group 

Securities 

208 

191 

105 

148 

154 

Credit Services 

196 

106 

45 

(192) 

(174) 

Dean Witter Financial Services Group total 

404 

297 

150 

(44) 

(20) 

Coldwell Banker Real Estate Group 

44 

108 

119 

186 

85 

Corporate and Other 

(523) 

(396) 

(365) 

(341) 

(367) 

Total 

$ 673 

$1,830 

$1,103 

$2,095 

$ 1,793 
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millions 

Net income 

1990 

1989 

1988 

1987 

1986 

Sears Merchandise Group 






Merchandising 

$ 37 

$ 292 

$ 240 

$ 503 

$ 458 

Credit 

330 

288 

325 

263 

253 

International 

45 

67 

66 

36 

25 

Restructuring 

(155) 

— 

(458) 

(59) 

— 

Deferred tax benefits 

— 


— 

44 

— 

Income tax accounting change 

— 


351 

— 


Sears Merchandise Group total 

257 

647 

524 

787 

736 

Allstate Insurance Group 






Property liability insurance 

378 

654 

787 

800 

633 

Life insurance 

174 

161 

127 

117 

111 

Discontinued operations 

10 


(145) 

(99) 

(6) 

Fresh start adjustment 

139 


— 

128 

— 

Income tax accounting change 

— 

— 

184 

— 


Allstate Insurance Group total 

701 

815 

953 

946 

738 

Dean Witter Financial Services Group 






Securities 

109 

100 

59 

76 

80 

Credit Services 

124 

66 

29 

(116) 

(93) 

Income tax accounting change 

— 

— 

(2) 

— 

— 

Dean Witter Financial Services Group total 

233 

166 

86 

(40) 

(13) 

Coldwell Banker Real Estate Group 






Continuing operations 

26 

64 

79 

123 

57 

Discontinued operations 

— 

63 

23 

6 

9 

Income tax accounting change 

— 

— 

(12) 

— 


Coldwell Banker Real Estate Group total 

26 

127 

90 

129 

66 

Corporate and Other 

(315) 

(246) 

(199) 

(189) 

(188) 

Total 

$ 902 

$ 1.509 

$1,454 

$ 1,633 

$1,339 

Assets 

Sears Merchandise Group 






Merchandising 

$ 8,731 

S 8,505 

$ 8,111 

$ 8,253 

$ 8,233 

Credit 

13,509 

13.841 

12,844 

12,706 

12,070 

International 

3,299 

3,171 

2,752 

2,257 

2,068 

Sears Merchandise Group total 

25,539 

25.517 

23,707 

23.216 

22,371 

Allstate Insurance Group 






Property liability insurance 

23,180 

21.388 

19,458 

17,286 

15,508 

Life insurance 

16,770 

12,622 

10,250 

7,234 

4,848 

Allstate Insurance Group total 

39,950 

34,010 

29.708 

24,520 

2< i,356 

Dean Witter Financial Services Group 






Securities 

10,130 

9,646 

9,015 

13,952 

12,600 

Credit Services 

11,560 

10,271 

8,742 

6,059 

2,962 

Dean Witter Financial Services Group total 

21,690 

19,917 

17,757 

20,011 

15,562 

Coldwell Banker Real Estate Group 

7,852 

7,228 

6,780 

6,551 

7,880 

Corporate and Other 

2,265 

969 

1.335 

1,907 

2,300 

Intergroup eliminations and reclassifications 

(1,043) 

(669) 

(1,335) 

(1,191) 

(2,460) 

Total 

$96,253 

$86,972 

177,952 

$75,014 

$66,1X19 
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Sears, Roebuck and Co. 


Consolidated Statements of Income 




millioas, except per share daia 


Year 

Hnded December 31 


1990 

1989 

1988 

Revenues 

$55,971.7 

$53,793.9 

150,251.0 

Expenses 




Costs and expenses 

51,807.8 

48,869.0 

45,616.5 

Restructuring (note 2) 

264.4 

— 

751.1 

Interest 

3,370.1 

3,224.1 

2,937.4 

Total expenses 

55,442.3 

52,093 1 

49,305.0 

Operating income 

529.4 

1,700.8 

946.0 

Other income 

143.7 

128.9 

156.8 

Income from continuing operations lx*fore income taxes, minority 




interest and equity in net income of unconsolidated companies 

673.1 

1,829.7 

1,102.8 

Income taxes (benefit) (note 10) 




Current operations 

(82.0) 

352.8 

53.5 

Fresh start adjustment 

(139.0) 

— 

— 

Minority interest and equity in net income of unconsolidated companies 

(2.4) 

(31.1) 

(17.0) 

Income from continuing operations 

891.7 

1,4458 

1,032.3 

Discontinued operations (note 1) 




Operating income (loss), less income tax (expense) benefit of $(2.2) 




and $34.7 

— 

2.8 

(64.2) 

Gain (loss) on disposal, less income tax (expense) benefit of $(5.5), 




$(77.2) and $30.2 

10.5 

59.9 

(58.6) 

Income before cumulative effect of accounting change 

902.2 

1,508.5 

909.5 

Cumulative effect of change in accounting for income taxes (note 10) 

— 


544.2 

Net income 

$ 902.2 

$ 1,508.5 

$ 1,453.7 

Net income per share 




Income from continuing operations 

$2.60 

$4.12 

$2.72 

Discontinued operations 

.03 

.18 

(.32) 

Income before cumulative effect of accounting change 

2.63 

4.30 

2.40 

Cumulative effect of change in accounting for income taxes 

— 

— 

1.44 

Net income 

$2.63 

$4.30 

$3-84 

Average shares outstanding 

343.0 

351.0 

378.8 


See accompanying notes and the summarized Group financial statements. 

Analysis of Consolidated Operations 

The consolidated statements of inc< >me present the oper¬ 
ating results of all the businesses of Sears, Roebuck and Co. 
The business groups’ relative contributions to the consoli 
dated results can lx* seen in the summary of business group 
data on pages 16 and 17. Further analysis is enhanced by refer 
ring to the four business groups' summarized financial results 
and discussions beginning on pages 31, 36, 41 and 45. The 
following discussion focuses on the effects of those business 
groups on the consolidated operating results. 

Consolidated revenues increased $2.18 billion or 4.0% in 
1990, compared with an increase of $3 54 billion or 7.1% in 
1989. The largest revenue producer continued to be* the Sears 
Merchandise Group at $31 99 billion or 57% of 1990 consoli 
dated revenues. Merchandise Group revenues increased 
$386.5 million in 1990 compared with an increase of $1.34 
billion in 1989. Domestic Merchandising contributed $91.3 mil 
lion of the increase in 1990 compared to $749.8 million in 
1989, while International revenues rose $86.0 million in 1990 
compared with a 1989 increase of $391.5 million. Higher 
average premiums and unit sales of property-liability insur¬ 


ance, along with improved investment income, resulted in an 
increase of $1.40 billion in Allstate Insurance Group revenues 
in 1990 to $18.20 billion, or 33% of consolidated revenues. In 
1989, Allstate revenues increased $1.88 billion to $16.80 bii 
lion, or 31% of consolidated revenues. Dean Witter Financial 
Services Group revenues rose 13 3% in 1990 to $4.61 billion 
primarily from increased interest and fee revenues at Discover 
Card and higher trading and asset management revenues in 
Securities activities. Dean Witter revenues rose 8.2% in 1989, 
as increased Discover Card revenue was partially offset by 
lower Securities activities interest and investment banking reve- 
nues. Co Id well Banker Real Estate Group revenues decreased 
4.9% in 1990, primarily due to a soft residential real estate mar¬ 
ket, compared to a 0.3% revenue increase in 1989. 

Operating income decreased $1.17 billion in 1990 primar 
ily due to less favorable results from the Merchandise Group 
and Allstate. A $733-6 million decline in the Merchandise 
Group's operating income reflected a $264.4 million restructur¬ 
ing charge, higher selling price reductions induced by 
competitive pressures and a weak economy, and increased 
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Analysis of Consolidated Operations continued 


operating expeases. The restructuring charge related primarily 
to severance programs in the domestic Merchandising and 
Sears Canada operatioas. Allstate's operating income de¬ 
creased $381.3 million as underwriting losses increased due to 
higher claim costs, competitive pricing pressures, an adverse 
regulatory' environment and the upward development of prior 
year catastrophe losses. Dean Witter’s operating income rose 
36.0% to $403 7 million on significantly higher results at Credit 
Services as well as increases at the Securities operation. Cold- 
well Banker’s operating loss, which reflects significant antici 
pated operating losses at Homart, widened to $145.5 million 
from $ 115 3 million largely due to lower Residential results, 
partially offset by improvement at Sears Mongage Group. 

The $754.8 million improvement in operating income in 
1989 compared with 1988 reflected the absence of the $751.1 
million 1988 Merchandise Group restructuring charges. Signifi 
candy improved operating income at Dean Witter and the Mer 
chandise Group, including the absence of the restructuring 
charges and a lower LIFO charge, were offset, in pan, by 
lower results at Allstate and a higher operating loss at Cold 
well Banker. Allstate’s results included record catastrophe loss 
es, increasing threefold from 1988. 

Interest expense rose $146.0 million in 1990 on increased 
borrowings attributable to the prior year stock repurchase pro 
gram, higher Discover Card financing requirements, increased 
short term investments and the company’s Employee Stock 
Ownership Plan, offset in pan by low r er interest rates. Interest 
expense in 1989 rose $286.7 million reflecting higher average 
shon term interest rates and an increase in borrowings used to 
fund higher credit card receivables and the company’s stock 
repurchase program, partially offset by a reduction in IX'an 
Witter’s use of repurchase agreements. 

As shown in the graph below, the cost of borrowings fell 
to an average 9.1% at year end 1990 versus 9.7% and 10.2% in 
1989 and 1988. Ihe 1990 decrease wus primarily attributable 
to a decline in short term interest rates from 1989 levels. A 
portion of the fixed rate debt in each year was converted from 
variable rate debt through the use of interest rate swaps and 
caps. Sw'aps accounted for $3.1, $3 0 and $2.3 billion and caps 
accounted for $1.6, $1.7 and $1.4 billion of the fixed rate debt 
at Dec. 31, 1990, 1989 and 1988. 

Year End Debt Levels and Interest Rates 

( billions) 



1988 1989 1990 


■■I Fixed Kate Debt Variable Rate Debt 

Other income increased in 1990, as higher gains from 
property sales and other miscellaneous income more than off 
set increased joint venture operating losses. In 1989, other in¬ 
come was lowrr as increased gaias from the sale of shopping 


centers were more than offset by higher joint venture operat 
ing losses. A summary of other income by type follows: 


millions 

1990 

1989 

1988 

Sale of property 

$ 247.5 

* 2319 

f 209 1 

Sale of securities 

— 

— 

13-7 

Early extinguishment of debt 

— 

(1.4) 

(15.5) 

Equity in joint ventures 

(117.3) 

(101.6) 

(65.6) 

Other gains and losses, net 

135 

— 

15.1 

Total 

$ 143.7 

$ 128.9 

$ 156.8 


The income tax benefit on current operations was 12.2% 
of 1990 pretax earnings. Income tax expeases were 19.3% of 
pretax earnings in 1989 and 4.9% in 1988. These rates differed 
from the statutory rate mainly due to tax exempt income and 
corporate dividends eligible for partial tax exclusion. The rates 
vary between years primarily due to the relative proportion of 
tax exempt income included in pretax income. A fresh start 
tax benefit was also recognized in 1990 arising from a change 
in the tax treatment of salvage and subrogation reserves under 
the Revenue Reconciliation Act of 1990. In 1991, it Is expected 
the provision for income taxes may be significandy increased 
thereby reducing net income as a result of the company’s in 
ability’ to recognize the full value of its deferred tax assets un¬ 
less the anticipated amendment to SEAS No. 96 "Accounting 
For Income Taxes" allows such recognition and Is effective for 
1991. 

Income from continuing operations fell 38.3% in 1990, fol 
lowing a 40.1% increase in 1989. The 1990 decline resulted 
from reductions at all the groups except Dean Witter, which 
posted a $66.9 million or 40.3% increase. The 1989 increase 
reflected a $473-6 million improvement by the Merchandise 
Group, with lower results by Allstate and Coldwell Banker off 
set by a significant improvement at Dean Witter. 

Income from discontinued operations in 1990 resulted 
from the favorable development of reserves of Allstate’s group 
life health business w'hich was terminated in 1989. Results of 
discontinued operatioas in 1989 included the operating in 
come and gain on the sale of Coldwell Banker’s commercial 
division. The 1988 results included a $58.6 million loss on the 
disposal of the group life health business, along with operat 
ing results of both of the discontinued businesses. 

Net income decreased $606.3 million or 40.2% in 1990 
primarily due to a $255.3 million drop in domestic 
Merchandising’s net income before restructuring, the $155.2 
million after tax restructuring charge, unfavorable property-lia¬ 
bility underwriting experience at Allstate mitigated in part by a 
$139.0 million fresh start tax benefit, and lower income from 
discontinued operations, partially offset by record earnings of 
$232.9 million at Dean Witter. Ihe rise in 1989 net income 
was mainly due to the Merchandise Group restructuring char 
ges taken in 1988 and a $185.5 million improvement in dlscon 
tinued operation results, partially offset by the absence of the 
$544.2 million cumulative adjustment from the adoption of 
SFAS No. 96 in 1988. 

Reported earnings have been impacted by inflation; how¬ 
ever, there Is no simple way of separating those effects. Com¬ 
petitive conditioas permitting, the company modifies the 
prices charged for its gcxxis and service's in order to recognize 
cost changes as incurred e)r as anticipated. By also attempting 
to contre)! costs and efficiently utilize resources, the company 
strives to minimize the effects of inflation on its operatioas. 
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Sears, Roebuck and Co. 


Consolidated Statements of Financial Position 



millions 


December 31 


1990 

1989 

Assets 



Investments 



Bonds, mongage backed securities and redeemable preferred stocks, at amortized cost 



(market $26,749 9 and $23,545.0) (note 5) 

$26,292.3 

$22,782.0 

Mongage loans 

7,209.3 

6.169.3 

Common and preferred stocks, at market (cost $2,433-7 and $2,057.8) 

2,386.3 

2,427.2 

Real estate 

2,787.2 

2.326.9 

Total investments 

38,675.1 

33,705.4 

Receivables 



Retail customer 

15,230.4 

15,579.5 

Discover Card 

8,610.6 

8,2699 

Brokerage 

3,842.5 

3,215.8 

Insurance premium installments 

1,726.3 

1,588.1 

Consumer finance notes 

1,467.2 

1,273.5 

Other 

2,939.0 

2,214.6 

Total receivables 

33,816.0 

32,141 t 

Property and equipment, net 

5,850.4 

5,406.6 

Merchandise inventories 

4,074.0 

4,357.7 

Cash and invested cash 

3,967.3 

2,314.4 

Securities purchased under agreements to resell 

2,269.5 

3,076.9 

Cash segregated under government regulations 

1,250.1 

966.1 

Trading account securities, at market 

1,181.0 

1,066.3 

Deferred income taxes (note 10) 

581.6 

— 

Other assets 

4,587.8 

3,936.8 

Total assets 

$96,252.8 

$86,971.6 

Liabilities 



Insurance reserves 

$25,750.2 

$20,847.2 

Short term borrowings (note 11) 

15,314.0 

12,7137 

Long-term debt (note 12) 

12,636.4 

10,030.2 

Deposits and advances 

7,882.9 

8,186.1 

Accounts payable and other liabilities 

7,882.3 

7,572.9 

Unearned revenues 

6,227.8 

5,686.0 

Brokerage payables 

4,579.1 

3.679 9 

Securities sold under agreements to repurchase 

2,656.2 

3,396.3 

Securities sold but not yet purchased, at market 

500.1 

797.3 

Deferred income taxes (note 10) 

— 

4339 

Total liabilities 

83,429.0 

73,349.5 

Commitments and contingent liabilities (notes 7, 8, 13, 14, 15) 



Shareholders’ equity (note 15) 



Preferred shares ($1 par \alue) 

— 

— 

Common shares ($.75 par value, 343-1 and 342.5 shares outstanding) 

289.1 

288.8 

Capital in excess of par value 

2,137.9 

2,128.2 

Retained income 

12,927.1 

12,711.2 

Treasury stock (at cost) 

(1,765.8) 

(1,771.8) 

Deferred ESOP expease (note 7) 

(777.7) 

(9.0) 

Unrealized net capital gaias (losses) on marketable equity securities 

(12.9) 

255.0 

Cumulative traaslation adjustments 

26.1 

19.7 

Total shareholders’ equity 

12,823.8 

13,622.1 

Total liabilities and shareholders’ equity 

$96,252.8 

$86,971.6 


Set* accompanying notes and the summarized Group financial statements 
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Consolidated Statements of Cash Flows 




millions 


Year Ended 

December 31 


1990 

1989 

1988 

Cash flows from operating activities 




Net income 

$ 902.2 

t 1,508.5 

t 1.453.7 

Adjustments to reconcile net income to net cash provided by operating activities 




Depreciation, amortization and other noncash items 

857.0 

792.4 

744.3 

Provisions for uncollectible accounts 

1,079.9 

727.1 

618.7 

Gain on sale of discontinued operation 

— 

(137.1) 

— 

Gains on sales of property and investments 

(388.9) 

(465.8) 

(352.6) 

Increase in insurance reserves 

4,903.0 

3,406.7 

4,158.9 

Change in deferred taxes 

(871.0) 

(149.2) 

(712.3) 

Cumulative effect of change in accounting for income taxes 

— 


(544.2) 

Increase in retail customer receivables 

(284.7) 

(1,467.2) 

(647.2) 

Decrease (increase) in merchandise inventories 

278.1 

(629.1) 

642.0 

Change in net matched agreements to resell or repurchase securities 

10.8 

(77.2) 

536.5 

Decrease (increase) in net trading account securities 

(411.9) 

(420.1) 

1,1319 

Increase in other operating assets 

(2,549.0) 

(1.204.9) 

(96.9) 

Increase in other operating liabilities 

1,837.3 

1,139.7 

1,198.2 

Net cash provided by operating activities 

5362.8 

3,0238 

8,1310 

Cash flows from investing activities 




Proceeds from sales and maturities of investments 

3,256.7 

3,904.4 

4,832.7 

Purchases of investments 

(6,550.7) 

(5,460.6) 

(7,2933) 

Collections on mortgage backed securities, mongage loans and consumer finance 




notes 

1,812.3 

2,1135 

1,949.3 

Purchases and originations of mongage backed securities, mongage loans and 




consumer finance notes 

(3,729.1) 

(3,568.7) 

(3,532.4) 

Proceeds from sales of property' and equipment 

58.4 

139.2 

1233 

Purchases of property’ and equipment 

(1,218.5) 

(1,040.4) 

(889.1) 

Increase in Discover Card receivables 

(725.8) 

(2,654.0) 

(2.403-0) 

Purchase of companies, net of cash acquired 

— 

— 

(260.7) 

Net cash used in investing activities 

(7,096.7) 

(6,566.6) 

(7,473.2) 

Cash flows from financing activities 




Proceeds from long-term debt 

3,316.7 

1,426.3 

670.9 

Repayments of long term debt 

(828.2) 

(1,412.3) 

(1,054.7) 

Proceeds from advances from FHLB 

1,091.0 

480.0 

1,025.0 

Repayments of advances from FHLB 

(590.0) 

(670.0) 

(1,175.0) 

Increase (decrease) in deposits 

(804.2) 

1,020.2 

327.7 

Change in net unmatched agreements to resell or repurchase securities 

56.5 

552.3 

(1,109.4) 

Net change in short term borrowings, primarily 90 days or less 

2,608.7 

3,751.4 

1,982.1 

Advances to ESOP 

(791.0) 

(9.0) 

— 

Common shares Issued for employee stock plans 

10.4 

54.6 

14.6 

Common shares repurchased 

— 

(1,420.1) 

(320.8) 

Dividends paid to shareholders, net of reinvested amounts 

(680.5) 

(685.6) 

(722.9) 

Net cash provided by (used in) financing activities 

3,389.4 

3,087.8 

(362.5) 

Effect of exchange rate changes on cash 

(2.6) 

(1.9) 

(16) 

Net increase (decrease) in cash and invested cash 

$ 1,652.9 

$ (456.9) 

$ 293.7 

Cash and invested cash at beginning of year 

$ 2,314.4 

$ 2,771.3 

t 2,477.6 

Cash and invested cash at end of year 

$ 3,967.3 

$ 2,314.4 

f 2,771.3 


See accompanying notes and the summarized Group financial statements. 
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Sears, Roebuck and Co. 


Consolidated Statements of Shareholders’ Equity 










Year Ended December 31 


1990 

1989 

1988 

1990 

1989 

1988 

Preferred shares-Sl.OO par value, 

50 million shares authorized; 
none outstanding 

$ millions 



shares in thousands 



Common shares-S.75 par value, 

1 billion shares authorized; 
issued as follows: 

Balance, beginning of year 

Stock options exercised and other 
changes 

$ 288.8 

.3 

$ 287.7 

1.1 

$ 287.2 

.5 

385,075.8 

436.2 

383,552.8 

1,523.0 

4 

382,940.0 

612.8 

Balance, end of year 

289.1 

288.8 

287.7 

385,512.0 

385,075.8 

383,552.8 

Capital in excess of par value 

Balance, beginning of year 

Stock options exercised and other 
changes 

2,128.2 

9.7 

2,071.6 

56.6 

2,040.5 

31.1 




Balance, end of year 

2,137.9 

2,128.2 

2,071.6 




Retained income 

Balance, beginning of year 

Net income 

Common share dividends ($2.00 per 
share) 

12,711.2 

902.2 

(686.3) 

11,904.2 
1,508.5 

(701.5) 

11,208.4 

1.4537 

(757.9) 




Balance, end of year 

12,927.1 

12,711.2 

11,904.2 




Treasury stock (at cost) 

Balance, beginning of year 

Reissued under dividend reinvestment 
plan and other 

Purchased during year 

(1,771.8) 

6.0 

(382.0) 

30.3 

(1,420.1) 

(79.2) 

18.0 

(320.8) 

(42,573.2) 

145.9 

(11,230.1) 

769.8 

(32,112.9) 

(4,322.3) 

979.3 

(7,887.1) 

Balance, end of year 

(1,765.8) 

(1,771.8) 

(382.0) 

(42,427.3) 

(42,573.2) 

(11,230.1) 

Deferred ESOP expense (note 7) 

Balance, beginning of year 

Advances during year 

Reductions during year 

(9-0) 

(791.0) 

22.3 

(9.0) 

— 




Balance, end of year 

(777.7) 

(9.0) 

— 




Unrealized net capital gains (losses) 
on marketable equity’ securities 

Balance, beginning of year 

Net increase < decrease) 

255.0 

(267.9) 

170.0 

85.0 

139.4 

30.6 




Balance, end of year 

(12.9) 

255.0 

170.0 




Cumulative translation adjustments 

Balance, beginning of year 

Net unrealized gain during year 

19.7 

6.4 

3.4 

16.3 

(55.2) 

58.6 




Balance, end of year 

26.1 

19.7 

3.4 




Total shareholders’ equity’ and 
shares outstanding 

$12,823.8 

$13,622.1 

$14,054.9 

343,08t.7 

342,502.6 

372,322.7 


See accompanying notes and the summarized Group financial statements. 
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Analysis of Consolidated Financial Condition 


The company’s substantial financial strength is exempli¬ 
fied by iLs diversified cash flows from operations and its ability 
to access multiple sources of capital. Individual cash flow state¬ 
ments and supplemental analyses for the business groups can 
be found beginning on pages 34, 38, 43 and 47. 


basis. The company’s long term debt is rated A2 and A and its 
commercial paper is rated P I and A 1 by Moody’s and Stan¬ 
dard & Poor’s, respectively. 

Major Funding Sources 

billions 


Operating, Investing and Financing Activities 

Net cash provided by operating activities rose in 1990 
due to increases in Allstate’s insurance reserves, decreases in 
merchandise inventories and reduced growth of retail cus¬ 
tomer receivables, partially offset by a change in deferred tax 
es. The increase in insurance reserves was influenced bv the 

J 

growth in investment oriented products and policies in force. 
The decrease in merchandise inventory levels reflected im¬ 
provements in logistics and distribution. Growth in retail cus 
tomer receivables was moderated by higher securitizations. De 
ferred taxes changed, in part, due to the combined impact of 
the 1988 and 1990 restructuring reserves, the 1990 fresh start 
adjustment and increased allowances for uncollectible ac¬ 
counts. In 1989, cash from operations decreased on market- 
related changes in Dean Witter s securities positions, increased 
merchandise inventories due to the relatively low inventory 
position at year end 1988, continued growth in retail customer 
receivables and a smaller increase in Allstate's iasurance re¬ 


serves. 

The company’s most significant investing activities contin¬ 
ued to be the growth of Allstate’s investment portfolio and 
Discover Card receivables. Increases in Allstate’s investments 
and mortgage loans were funded by insurance premium re¬ 
ceipts and growlh in assets under management. 

The major financing emphasis during 1990 wus to 
lengthen the term of the company’s debt funding. A 15-year 
$850 million mortgage on the Sears Tower was entered into 
in addition to approximately $1.5 billion of intermediate-term 
debt. An increase in short term borrowings was largely offset 
by growih in cash and invested cash and a decline in depos¬ 
its. Invested cash provides liability management flexibility for 
the company’s commercial paper programs and augments 
back up credit facilities. 

The Savings and Profit Sharing Fund of Sears Employees 
was amended in December 1989 to include an Employee 
Stock Ownership Plan (the ESOP). The company loaned $800 
million to the ESOP, which was used to purchase 21.9 million 
shares of Sears common stock in the open market. In addi 
tion, 40 million common shares were repurchased directly by 
the company between November 1988 and mid-1989. 

The company paid dividends of $2.00 per share in 1990, 
the 55th consecutive year of payout. The payment of divi¬ 
dends is dependent upon the company’s earnings and internal 
investment opportunities. 


Liquidity and Capital Structure 

Maintaining access to various capital markets on a cost- 
effective basis is a key element of the company’s success. Al¬ 
though its debt ratings declined over the past year, the com¬ 
pany believes that its resources should continue to provide 
the flexibility to obtain sufficient funds on a cost-effective 



Securitization 

Long term Debt 

Deposits & Advances 
Bank Borrowings 

Commercial Paper 


1988 


1989 


1990 


Borrowings include intermediate term notes issued by 
Sears, and commercial paper and short term debt issued by 
Sears Roebuck Acceptance Corp. (SRAC). SRAC's commercial 
paper funding is used to satisfy a portion of the company’s 
variable rate debt needs and to cover working capital require¬ 
ments. Net of approximately $3 5 billion reclassified as long 
term debt with the support of revolving credit agreements, 
SRAC’s commercial paper outstandings were $6.9 billion at 
year-end 1990, compared with $6.4 and $4.1 billion in 1989 
and 1988. 

Discover Credit Corp. (DCC) Issues commercial paper 
and medium term notes and lends the proceeds to certain sub 
sidiaries within the Dean Witter Financial Services and Cold 
well Banker Real Estate Groups in exchange for their 
uasecured notes. DCC had $3 2, $1.8 and $1.7 billion in out 
standing commercial paper at year ends 1990, 1989 and 1988, 
net of $250 million reclassified as long-term debt. 

At year end 1990, the company and its finance subsidiar¬ 
ies had in excess of $13.6 billion of unused lines of bank cred¬ 
it. In addition, the company has revolving credit agreements 
totaling approximately $4.5 billion which provide support for 
its commercial paper and other short term borrowings: SRAC 
has $750 million and $3.0 billion available through December 
1991 and September 1992, respectively; DCC has $250 million 
available through August 1992; and a $450 million Revohing 
Underwriting Facility Agreement Is available to Sears and 
SRAC through May 1993. 

The company has further enhanced its financial flexibility 
through the continued securitization of certain receivables. In 
1990, $5.7 billion of asset backed securities related to 
SearsCharge and Discover Card receivables w^ere Issued. As of 
year-end 1990, there were $9.2 billion of asset backed securi 
ties outstanding compared to $3 8 and $1.5 billion in 1989 
and 1988. An additional $500 million Discover Card 
securitization was completed in February 1991. 

Interest rate swaps and caps have been used to convert 
floating rate to fixed rate debt and to limit interest costs. The 
fixed rate to total debt ratio, including swaps and caps but 
excluding the effect of asset securitization, was 45%, 47% and 
50% at year-ends 1990, 1989 and 1988. A summary of fixed 
and variable debt is provided on page 19. 
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Sears, Roebuck and Co. 


Notes to Consolidated Financial Statements 

Summary' of significant accounting policies 


Basis of presentation 

The coasolidated financial statements include the ac¬ 
counts of Sears, Roebuck and Co. and all significant domestic 
and international companies in which the company has more 
than a 50% equity ownership. 

Included as an integral part of the coasolidated financial 
statements on pages 16 and 17 are the summary of business 
group data and, beginning on page 31, separate summarized 
financial statements and notes for each of the company's busi 
ness groups as well as the significant accounting policies 
unique to each group. Although not a part of the financial 
statements, also included with the consolidated statements 
and the summarized group statements are unaudited analyses 
of results and financial condition and a ten vear summary of 
consolidated financial data. 

Certain reclassifications have been made in the 1989 and 
1988 financial statements to conform to current accounting clas 
sificatioas. 


Basis for assignment of debt 

Debt and the related interest expense have been assigned 
to the business groups as incurred by those groups. Corporate 
debt Ls legally the respoasibility of Sears. Roebuck and Co., 
Sears Roebuck Acceptance Corp. (SRAC) or Sears Overseas Fi¬ 
nance N.V. A portion of the pcxfied Corporate debt Ls allo¬ 
cated to Sears Merchandise Group, principally to finance do 
mestic customer receivables, and to Dean Witter Financial Serv 
ices Group to finance a ponion of Discover Card receivables. 
The remaining portion of Corporate debt has generally not 
been allocated to the business groups but hits been combined 
with internally generated funds for Corporate operations and 
investments. The average cost of the pooled Corporate debt 
was 9.4%, 10.3% and 9.4% in 1990, 1989 and 1988, 
respectively. On a consolidated basis, the company paid 
interest of S3.4, $3 3 and S2.9 billion in 1990, 1989 and 1988, 
respectively. 


Cash and invested cash 

Cash and invested cash Ls defined to include all highly 
liquid investments with maturities of three months or less. 


Property' and equipment 

Property and equipment is stated at cost less accumulated 
depreciation. Depreciation Ls provided principally by the 
straight line method over the estimated useful lives of the re 
lated assets. 


Goodwill 

Other assets include goodwill of $526.2 and $536.0 

million at Dec. 31, 1990 and 1989, respectively. Goodwill rep 

resents the excess of purchase price over fair value of the net 

assets of businesses acquired and Ls amortized on a straight 

line basis over 40 years. 

0 


Income taxes • 

The results of operations of the business groups, except 
life insurance and foreign operations, are included in the con¬ 
solidated federal income tax return of Scars, Roebuck and Co. 
'fax liabilities and benefits are allocated as generated by the 
respective business groups, whether or not such benefits 
w’ould be currently available on a separate return basis. U.S. 
income and foreign withholding taxes are not provided on 
unremitted earnings of international affiliates which the com¬ 
pany considers to be* permanent investments. The cumulative 
amount of unremitted income and the taxes which would be 
paid upon remittance of those earnings totaled $527.4 and 
$235.7 million, respectively, at Dec. 31, 1990. 

1. Discontinued operations 

During 1988, the company adopted plans to discontinue 
the group life health business of Allstate Insurance Group and 
the commercial division of Coldwell Banker Real Estate 
Group. The group life health operation was terminated effec¬ 
tive Jan. 1, 1989 and the Coldwell Banker commercial division 
was sold during 1989. Revenues of the discontinued business¬ 
es, net of intercompany amounts, were $119 million and $1.2 
billion in 1989 and 1988, respectively. 


2. Restructuring 

During the fourth quarter of 1990, the Merchandise 
Group recorded a pretax charge of $264.4 million, net of 
profit sharing benefit, related primarily to severance programs 
in the domestic Merchandising and Sears Canada operations. 

During the fourth quarter of 1988, the Merchandise 
Group recorded a pretax charge of $712.4 million, net of 
profit sharing benefit, to establish a reserve for anticipated 
costs of organizational restructuring, headquarters office reloca 
tion from Sears Tower and changes in strategic marketing 
plans. A $38.7 million pretax charge was recorded during the 
first and second quarters of 1988 related to a restructuring in 
centive program in Canada. 


3. Supplementary’ income statement information 


millions 

Vear Ended December 31 


1990 

1989 

1988 

Advertising costs (excluding catalog) 

*1.392.5 

$1,325.1 

$1,186 8 

Maintenance and repairs 

343.4 

360.9 

328.2 

Taxes, other than payroll and income: 

Property 

262.2 

245.4 

2134 

Premium 

311.8 

304.9 

296.5 

Other 

198.1 

219.0 

186.9 

Provisions for uncollectible receivables 

1,050.0 

688.7 

582.6 

Realized foreign currency exchange 
losses, net of profit sharing and 

income taxes 

3.3 

2.3 

32 

Interest capitalized 

431 

38.8 

40.6 













Notes to Consolidated Financial Statements continued 

4. Quarterly results (unaudited) 


First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 


Year 

millions, except per common share 

1990 

1989 

1990 

1989 

1990 

1989 

1990 

1989 

1990 

1989 

Revenues 

$12,605.8 

$12,160.5 

$13,851 7 

$13,281.3 

$13,957.0 

$13,176.5 

$15,557.2 

$15,175.6 

$55,971.7 

$53,7939 

Operating income 

21.7 

280.1 

219.5 

445.7 

139.6 

157.3 

148.6 

817.7 

529.4 

1,700.8 

Income from continuing operations 

95.8 

256.3 

237.9 

334.9 

179.2 

252.5 

378.8 

602.1 

891 7 

1.445.8 

Net income 

106.3 

257.7 

237.9 

391.2 

179.2 

257.5 

378.8 

602 1 

902.2 

1.508.5 

Net income per share 











Income from continuing 











operations 

.28 

.70 

.69 

.95 

53 

.74 

1.10 

1.76 

2.60 

4.12 

Net income 

•31 

.70 

.69 

1.11 

•53 

.75 

1.10 

1.76 

2.63 

•i 30 


The fourth quarter pretax LIFO adjustments were credits of $39.7 million in 1990 and $44.6 million in 1989, compared with charges of $34.0 and $38.0 
million for the first nine months of the respective years. Fourth quarter 1990 results include a pretax restructuring charge of $264.4 million. 

The total of quarterly net income per share for 1989 does not equal the annual amount as net income per share is calculated independently for each 
quarter. 

5. Investment securities 


The market values of investments carried at cost at Dec. 31, 1990 were as follows: 


millions 

Cast 

Market Value 

Gross Unrealized 

Gains 

Gross Unrealized 
Lasses 

Net l T nrealized 
Gain/ (Loss) 

U.S. Government and agency obligations 

$ 223.2 

$ 230.6 

f 9.7 

$ (2.3) 

$ 7.4 

State and municipal obligations 

13,606.3 

14,357.9 

835.4 

(83.8) 

751.6 

Corporate bonds and obligations 

7,819.5 

7,436.5 

86.9 

(469.9) 

(.38.3.0) 

Foreign government obligations 

372.8 

372.6 

11.4 

(116) 

(0.2) 

Mongage backed securities 

4,270.5 

4.352 3 

930 

(112) 

81.8 


$26,292.3 

$26,739 9 

$1,036 4 

$(5^8 8) 

$ tS?<> 


Investment securities carried at cost had scheduled maturi 
ties at Dec. 31, 1990 as follows: 


millions 

Cost 

Market 

Value 

Within 1 year 

$ 467.3 

$ 472.8 

After 1 year through 5 years 

3,818.8 

3,971.9 

After 5 years through 10 years 

5.269.0 

5,139.5 

After 10 years 

j 

12,466.7 

12,8134 


22,021.8 

22,397.6 

Mongage backed securities 

4,270.5 

4,352.3 


$26,292.3 

$26,749 9 


The company realized proceeds of $ 1.07 billion with re¬ 
sulting gaias and losses of $26.9 and $24.7 million, respective¬ 
ly, from the sale prior to the maturity of investment securities 
carried at cost during the year ended Dec. 31, 1990. 


6. Corporate 

Corporate operations include revenues and expeases 
which are of an overall holding company nature, including 
that portion of administrative costs and interest which is not 
allocated to the company’s business groups. The Corporate 
statements of income coaslsted of: 


millions 


Year Fndcd December 31 


1990 

1989 

1988 

Revenues 

$ 1519 

$ 146.1 

$ 198.1 

Interest expense 

433 9 

290.5 

310.2 

Operating expenses 

108.3 

1433 

147.6 

Operating loss 

(390.3) 

(287 7) 

(259 7) 

Other loss 

(112.7) 

(998) 

(831) 

Income tax benefit 

200.4 

146 4 

134.5 

Cumulative effect of change in 




accounting for income taxes 


— 

22.6 

Net Corporate expense 

(.302.6) 

(241.1) 

(185.7) 

Intergroup eliminations 

(12.3) 

(5.2) 

(13.3) 

Corporate and other 

(314.9) 

(246.3) 

(199.0) 

Equity in net ince >me of business 




groups 

1,217.1 

1.754.8 

1.652.7 

Consolidated net income 

$ 902.2 

$1,508.5 

$1,453.7 
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Sears, Roebuck and Co. 


Notes to Consolidated Financial Statements continued 


7. Benefit plans 

Hxpcnses for retirement and savings related benefit plans 
were as follows: 


millioas 

Year Ended December 31 


1990 

1989 

1988 

Savings and Profit Sharing Fund of Scars 




Employees 




Defined Contribution 

f 28 1 

$ 88.6 

f 43-6 

Additional ESOP 

29.3 

— 

— 

Pension plans 

105.1 

880 

72.9 

Retiree insurance benefits 

164.9 

1430 

146.0 

Other plans 

23~ 

27 1 

24.0 

T< >tal 

$35 LI 

1346.7 

$286.5 


Profit Sharing Fund 

Most domestic employees, excluding primarily those of 


the Securities activities of Dean Witter Financial Services 


Group, the Residential operations of Coldwell Banker Real Es¬ 
tate Group and acquired companies of Sears Specialty Merchan 
dising, are eligible to become members of The Savings and 
Profit Sharing Fund of Sears Employees (the Fund). The com 
pany contributes 6% of consolidated income, as defined, be 
fore federal income taxes and profit sharing contributions. 

The total contribution is allocated to the business groups and 
Corporate based on 6% of the participating company's respec 
tive operating results. 

In 1989, the Fund was amended to include an Employee 
Stock Ownership Plan (the ESOP) to prefund a portion of the 
Company’s anticipated contribution through 2004. The com 
pany loaned the ESOP $800 million which it used to purchase 
21.9 million Sears common shares in the open market. The 
loan will lx* repaid with dividends on ES( )P shares and com 
pany contributions. iTie additional ESOP expease is equal to 
the ESOP expense of $ 48 .5 million less the market value of 
shares allocated to employees of $ 19.2 million. ESOP expease 
included the cost of shares allocated to employees and the 
interest expense recognized by the ESOP ($50.5 million) less 
dividends accrued on the ESOP shares (IS 1.1 million). The 
company contributed $12.8 million to the ESOP in 1990. 


Pension plans 

Substantially all domestic full time and certain part time 
employees are eligible to participate in noncontributory de¬ 
fined benefit plans after meeting age and service requirements. 
Substantially all Canadian employees are eligible to participate 
in contributory defined benefit plans. Pension benefits are 
based on length of service, either average annual compensa 
tion or final average annual compensation and, in certain 
plans, Social Security or other benefits. Funding for the vari 
ous plans of the company is determined using various actuar 
ial cost methods, and amounted to $141.7, $142.5 and $230.9 
million for 1990, 1989 and 1988, respectively. 

Pension expense was comprised of the following: 


millions 

1990 

1989 

1988 

Benefits earned during the period 

Interest mi projected lx*ncfit obligation 
Actual return on plan assets 

Net amortization and deferral 

$ 258.4 
416.0 
120.2 

1689.5) 

$ 224.2 
387.6 
(862.8) 
339.0 

$ 215.1 
345,0 

(523.8) 

36.6 

Pension expense 

$ 105.1 

$ 880 

$ 72.9 


The weighted average discount rate and rate of increase 
in compensation levels used in determining the actuarial pres 


ent value of the projected benefit obligations were 10% and 
5 Y 4 % in 1990, 9 x h% and 6% in 1989 and 10% and 6% in 198H. 
The expected long term rate of return on plan assets used in 
determining net periodic pension cost was 9 Vi% in 1990 and 
1989 and 9*/*% in 1988. 


The plans’ funded status was as follows: 



1990 

1989 


Assets 

Accumu 

Assets 

Accumu 


exceed 

lated 

exceed 

lated 


accumu 

benefits 

accumu- 

benefits 


la ted 

exceed 

lated 

exceed 

millions 

benefits 

assets 

benefits 

assets 

Actuarial present value of bene 
fit obligations 

Vested benefit obligation 

$2,951 

$ 278 

$3,208 

$ 30 

Accumulated benefit 
obligation 

13344 

$ 293 

$3,558 

$ 34 

Projected benefit obligation 

1 PB() 1 

$ 4,113 

$ 405 

$4,566 

$ 45 

Plan assets at fair value, primar 
ily publicly traded stocks 
ana bonds 

4,767 

234 

5,460 

2 

PBO less than (in excess of) 
plan assets 

654 

(171) 

894 

(43) 

Unrecognized net (gain) loss 

221 

20 

(62) 

19 

Unrecognized prior service cost 

68 

2 

13 

1 

Unrecognized transitional 
(asset) obligation 

(455) 

28 

(513) 

6 

Adjustment required to recog¬ 
nize minimum liability* 

# 


(24) 

— 

(18) 

Prepaid (accrued) pension 
cost in the* balance shekel at 
Dec 31 

$ 488 

1(145) 

$ 332 

$(33) 


Retiree insurance benefits 

Sears, Roebuck and Co. and its subsidiaries provide cer 
tain health care and life insurance benefits for retired em 
ployees. Generally, qualified employees may become 
eligible for these benefits if they retire in accordance with the 
company’s established retirement policy and are continuously 
insured under the company’s group plans or other approved 
plans for 10 or more years prior to retirement. The company 
has the right to modify or terminate these plans in the future. 
Health care benefits are self insured by the company. The com 
pany recognizes the costs of providing health care benefits by 
expensing the claim and administrative costs incurred (net of 
member contributions ) during the year. Life insurance bene¬ 
fits are funded by insurance contracts for which premiums are 
based on the benefits paid during the year. The company rec¬ 
ognizes the costs of providing life insurance benefits by ex pc* ns 
ing the insurance premiums. 

In December 1990, the Financial Accounting Standards 
Board issued SEAS No. 106, “Employers’ Accounting for 
Post retirement Benefits Other Ilian Pensions.’ The Statement 
will require the company to accrue retiree insurance benefits 
over the period in which employees become eligible for such 
benefits. The Statement must be adopted by 1993 and could 
materially increase retiree insurance benefit expenses, but will 
have no impact on cash tlow. The company hits the option of 
recognizing the transition obligation immediately upon adop¬ 
tion of the Statement or over a period of 20 years. If the com 
pany elects to recognize the transition obligation immediately 
upon adoption, the recognition could materially affect re 
tained earnings. 
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Notes to Consolidated Financial Statements continued 


8. Financial instruments with off-balance-sheet risk 

The company is a party’ to financial instruments with off- 
balance sheet risk in the normal course of business to meet 
the financing needs of its customers, to reduce its exposure to 
market and interest rate risk and in connection with the propri 
etary trading activities of its broker and dealer operation. Un 
less noted otherwise, the company docs not require collateral 
or other security to support financial instruments with credit 
risk. The company had the following financial instruments 
with off balance-sheet credit risk at Dec. 31, 1990: 


millions 

Contract or 
Notional Amount 

Financial instruments whose contract amounts 
represent credit risk 

Commitments to extend credit under revolving 
agreements 

$132,543.0 

Commitments to extend mortgage loaas 

1,308.9 

Mon gage loaas sold with recourse 

2,250.4 

Financial guarantees written 

86.1 

Financial instruments whose notional or contract 
amounts exceed the amount of credit risk 
Securitized receivables with recourse 

7,031.4 

Interest rate swap agreements associated with 
Short term debt 

3,090.2 

Deposits and other 

1,012.8 

Currency swap agreements 

250.0 

Financial futures contracts 

552.3 

Forward purchase contracts 

5,341.8 

Forward sales contracts 

5,851.1 


Commitments to extend credit under revolving agree¬ 
ments relate primarily to the aggregate unused credit limits for 
SearsCharge and Discover Card accounts. These commitments 
generally have fixed expiration dates or other termination 
clauses. It is unlikely the total commitment amount will repre 
sent future cash requirements. The company evaluates each 
customer’s creditworthiness on a case-by-case basis. Mortgage 
loaas are collateralized by the related real estate upon origina 
tion. Risk arises from the possible movement in interest rates. 

The financial guarantees written, mortgage loaas sold 
with recourse and securitized receivables with recourse repre 
sent conditional commitments of the company to guarantee 
performance to a third party’. The mortgage loaas sold with 
recourse and a portion of the securitized receivables with re¬ 
course are collateralized by real estate or personal property’. At 
Dec. 31, 1990, receivables that were securitized and sold as 
pass through certificates coasisted of $6.0 billion of retail cus¬ 
tomer receivables, $2.7 billion of Discover Card receivables 
and $491.0 million of coasumer finance and other notes. The 
company’s credit risk exposure on these securitized balances 
was contractually limited to $907.8 million. 

Interest rate and currency swap traasactioas generally in¬ 
volve the exchange of fixed and floating rate interest payment 
obligations for interest rate swaps and the exchange of differ¬ 


ent currency obligations for currency swaps without the ex 
change of the underlying notional amounts. The differential to 
be paid or received on interest rate and currency swap agree¬ 
ments Ls accrued as interest rates or currency rates change and 
Ls recognized over the life of the agreements. 

Forward and futures contracts are contracts for delayed 
delivery of securities in which the seller agrees to make deliv¬ 
ery’ at a specified future date of a specified iastrument, at a 
specified price or yield. Risks from forward and futures con¬ 
tracts arise from the possible inability* of counterparties to 
meet the terms of their contracts and from movements in secu¬ 
rities values and interest rates. Realized and unrealized gaias 
on futures and forward contracts designated and effective as 
hedges of market or interest rate exposure are deferred and 
recognized in income over the lives of the hedged assets or 
liabilities. 


/As a securities broker and dealer, the company Ls ex¬ 
posed to risk in the event that clients are unable to fulfill their 
financing and settlement obligations. The company attempts 
to minimize this risk by establishing and monitoring credit lim 
its and margin requirements. 


9. Significant group concentrations of credit risk 

The company invests in state and municipal bond hold¬ 
ings and grants credit to customers throughout the nation. As 
of Dec. 31, 1990. the five states in which the company had the 
largest amount of credit card receivables and loans, including 
those sold with recourse, and state and municipal bond hold¬ 
ings were as follows: 


millions 

California 

$7,372.7 

Texas 

4.437.3 

Florida 

3,450.0 

Illinois 

2.902.8 

Pennsylvania 

2,464.6 


In addition, the company had $1.3 billion of high yield 
securities at Dec. 31, 1990, carried at amortized cost, with a 
market value of $1.0 billion. 

The company conducts various securities trading and bro¬ 
kerage activities servicing a diverse group of investors. The 
company’s exposure to credit risk, in fulfilling its contractual 
obligations pursuant to securities and commodities transac 
tions, can be directly impacted by volatile trading markets 
which may impair the clients’ ability’ to satisfy* their obligatioas 
to the company. 

In connection with the company’s broker and dealer activ 
ities, the company enters into collateralized reverse repurchase 
agreements. The company limits its credit exposure associated 
with these agreements by monitoring client credit exposure 
and collateral values on a daily basis and requiring additional 
collateral to be deposited with or returned to the company 
when deemed necessary. 


27 

















Sears, Roebuck and Co. 


Notes to Consolidated Financial Statements continued 


10. Income taxes 

Income from continuing operations before income 
taxes, minority interest and equity in net income of uncon 
solidated companies follow: 


millions Year Ended December 31 



1990 

1989 

1988 

Domestic 

$587 0 

$ l ,631 7 

$ 945.7 

Foreign 

86 1 

198 0 

157.1 

Total 

$673 1 

$1,829.7 

f 1.102.8 


Federal, state and foreign taxes follow: 


millions 

Year Ended Decernber 31 


1990 

1989 

1988 

Federal income tax 

Current 

$ 538 1 

$ 464.0 

$ 568.3 

Deferred 

(684.8) 

(264.8) 

(586.2 

State income tax 

Current 

1U8.6 

505 

102.3 

Deferred 

(82.3) 

98 

(917 

Foreign income tax 

Current 

30.1 

76.2 

62.9 

Deferred 

8.3 

17/1 

(2.1 

Financial statement income tax provi 

sic >n (benefit ) current operations 

(82.0) 

352.8 

53.5 

Fresh start 

(139.0) 

— 

— 

Financial statement income tax provi 

sion (benefit) 

$(221.0) 

$ 352.8 

$ 535 


Effective Jan. 1, 19K8, the company adopted the provi 
sions of SFAS No. 96, “Accounting For Income Taxes.” SEAS 
No. 96 requires the use of the liability method in accounting 
for income taxes. Deferred tax assets and liabilities are re¬ 
corded based on the differences between the financial state 
ment and tax bases of assets and liabilities and the tax rates in 
effect when these differences are expected to reverse. The prin 
cipal assets and liabilities giving rise to such differences are 
buildings and equipment, insurance and credit loss reserves 
and deferred maintenance agreement income. 

Income taxes of $752.7, $471.8 and $716.2 million were 
paid in 1990, 1989 and 1988, respectively. Payments in 1990 
include $54.7 million attributable to the alternative minimum 
tax. This amount generates a credit which can lx* carried for 
ward indefinitely. 

d 

A reconciliation of the statutory federal income tax rate to 

4 

the effective income tax rate is as follows: 

Year Ended December 31 



199<» 

1989 

1988 

Statutory federal income tax rate 

34.0 % 

34.0 % 

34.0 

State income taxes, net of federal income taxes 

2.6 

2.2 

0.6 

Tax exempt income 

(53.4) 

(18.6) 

(27.9) 

Dividends received exclusion 

(31) 

(13) 

(2.0) 

Other 

7.7 

30 

0.2 

Effective income tax rate-current operations 

(12.2) 

193 

4.9 

Fresh start benefit 

(20.6) 


— 

Effective income tax rate (benefit) 

(32.8)% 

19.3 % 

4.9 


11. Short-term borrowings coasisted of: 


millions 

December 31 


1990 

1989 

Commercial paper 

$10,235.2 

$ 8,463.1 

Bank loans 

3,948.7 

2.H10.6 

Agreements with bank trust departments 

571.9 

792.7 

Other loans (principally foreign) 

558.2 

647.3 

Total short-term borrowings 

115,314.0 

$12,7137 


At Dec. 31, 1990, the company had unused lines of bank 
credit approximating $13-6 billion. Additionally, the company 
had revolving credit agreements of $4.2 billion through SRAC 
and $250 million through DCC. Domestic credit lines are re 
newable annually at various dates and provide for loaas of 
varying maturities at prevailing interest rates. The company 
maintains informal compensating balances or pay's commit¬ 
ment fees in connection with certain lines of credit. There are 
no material restrictions on the use of funds constituting com 
peasating balances. 

At Dec. 31, 1990, the revolving credit agreements not ma 
turing within one year supported the long term classification 
of $3 7 billion of commercial paper. This debt can be refi 
nanced on a long-term basis using these agreements. 

The company has utilized interest rate swaps, interest rate 
caps and other liability management techniques to reduce in 
tcrest rate risk. The company had interest rate swap 
agreements which established fixed rates on $31 and $3.0 bil 
lion of short term variable rate debt at Dec. 31, 1990 and 
1989, with weighted average interest rates of 9.53% and 
10.81%, respectively. The average maturity of agreements in 
effect on Dec. 31, 1990 was approximately four years. Interest 
rate caps and other liability management products are used to 
lock in a maximum rate if rates rise, but enable the company 
to otherwise pay lower market rates. The company estab 
llshed a maximum rate on $1.6 and $1.7 billion of debt at 
Dec. 31, 1990 and 1989, with weiglued average interest rates 
of 8.60% and 8.78%, respectively. The average maturity of 
agreements in effect on Dec. 31, 1990 w r as approximately 
three years. 
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Notes to Consolidated Financial Statements continued 


12. Long-term debt was as follows: 


millions 

December 31 

Issue 

1990 

1989 

Sears, Roebuck and Co. 



8 >4% Eurobonds, due 1990 

$ $ 

250.0 

676% Yen Bonds, due 1991 

58.4 

57.5 

13)4% Notes, due 1992 

2310 

2310 

9.35% Notes, due 1993 

400.0 

— 

12% Notes, due 1994 

230.9 

230.9 

8 55% Notes, due 1996 

200.0 

200.0 

9% Notes, due 1996 

200.0 

200.0 

9)4% Notes, due 1997 

300.0 


Extendible Notes, 714% to April 15. 1992. due 




As of Dec. 31, 1990, long term debt maturities for the 
next five years, excluding $204.0 million of notes payable 13 
months or more after demand which have no specified maturi 
ties and commercial paper classified as long term debt, were 
as follows: 


Year Ended December 31 

millions 

1991 

$ 794.8 

1992 

1,229.1 

1993 

1,601.8 

1994 

1,082.7 

1995 

492.8 


1999 

9 l 4% Notes, due 1999 

6% Debentures, $300 million face value, due 

2000, effective rate 14.8% 

7% Debentures, $300 million face value, due 

2001, effective rate 14.6% 

7.75% to 10.35% Medium Term Notes, due 1990 
to 2000 

Capitalized lease obligations 
Sears Roebuck Acceptance Corp. 

Commercial paper backed by revolving credit, 
8.2% and 8.7% at Dec 31, 1990 and 1989 
7.62% Variable Interest Notes (8.55% at Dec. 31. 

1989). payable 13 months after demand 
Other notes 

Discover Credit Corp. 

Commercial paper backed by revolving credit, 
8.2% and 8.8% at Dec. 31, 1990 and 1989 
7.99% to 8 92% Medium Term Notes, due 1991 
to 1993 

Sears Overseas Finance N.V. (guaranteed by 
Sears, Roebuck and Co.) 

11%% Notes, due 1991 
5-Vh% Swiss Franc Notes, due 1991 
Zero Coupon Notes, $400 million face value, 
due 1992, effective rate 15.0% 

11%% Notes, due 1993 

7% Dual Currency Notes, due 1993. retired 1990 
Zero Coujxm Bonds, $400 million face value, 
due 1994, effective rate 12.8% 

Zero Coupon Bonds. $500 million face value, 
due 1998, effective rate 12.0% 

Homart Development Co. 

10% to 10V2% Notes, due 1990 to 2002 
8%% to \2Vi% Mortgage Notes, due 1993 to 
2000 

Notes payable to banks 

Sears Canada Inc. 

9)4% to lD/2% Debentures, due 1994 to 2000 
Notes, mortgages, bonds and capitalized leases 
Sears Acceptance Co. Ltd, 

8V4% to \4V%% Secured Debentures, due 1990 
to 2000 

Other subsidiaries 

Participating mortgages, $850 million face value, 
due 2005, effective rate 8.7%, collateralized by 
Sears Tower and related properties 
Notes payable, mortgages and capitalized leases 


49.2 
200.0 

169.2 
177.6 

1,847.1 

71.2 


271.0 

4.0 


250.0 


1351 


416.2 

3334 


346.4 


833-3 

173.8 


49.2 

200.0 

1630 

173.2 

853.0 

71.7 


3.450.0 3,450.0 


307.0 

8.1 


250.0 


244.5 

328.7 


359.2 


306.2 


Total long term debt 


$12,636.4 $10,036.2 


The mongages of Sears Tower and related properties in¬ 
clude purchase options exercisable in 2(X)5 at a price reflective 
of market values at that time. The company will share in any 
appreciation of the properties. 


In 1990 and 1989 the company retired $69.2 and $452.4 
million, respectively, of long-term debt before its scheduled 
maturity. A $0.8 million after tax loss was recognized in 1989 
on the early extinguishment of debt. 

13. Leases 

The company leases certain stores, office facilities, comput¬ 
ers and automotive equipment. 

Operating and capital lease obligations are based upon 
contractual minimum rates and, for certain stores, amounts in 
excess of these minimum rates arc payable based upon sped 
fied percentages of sales. Certain leases include renewal or pur 
chase options. Operating lease rentals were $911.9, $807.4 
and $764.7 million, including contingent rentals of $38.5, 

$40.6 and $39 3 million, for the years ended Dec. 31, 1990, 
1989 and 1988. 

Minimum fixed lease obligations, excluding taxes, insur 
ance and other expenses payable directly by the company, for 
leases in effect as of Dec. 31, 1990 were: 


150.0 

100.1 

150.0 

100.8 

millions 

Year Ended December 31 

Capital 

leases 

Operating 

leases 

341.9 

297.3 

1991 

t 43.8 

$ 742.9 

150.0 

150.0 

1992 

39.2 

540.8 

— 

69.0 

1993 

34.5 

407.1 



1994 

331 

305.9 

265.8 

235.6 

1995 

31.9 

255.7 



After 1995 

456.5 

1.386.2 

213.6 

190.7 

Minimum payments 

639.0 

$3,638.6 

630 

72.8 

Executory costs (principally taxes) 

48.5 




Implicit interest 

355.1 


689 2 

546.8 

Present value of minimum lease payments, 



315.0 

290.0 

principally long term 

1235.4 



14. Pending legal proceedings 

Various legal actions and governmental proceedings are 
pending against the company, many involving ordinary rou 
tine litigation incidental to the businesses. Other matters con¬ 
tain allegations which are nonroutine and involve compensate) 
ry, punitive or antitrust treble damage claims in very large 
amounts, as well as other types of relief. See Note 4 to the 
Allstate Insurance Group summarized financial statements on 
page 40 for a discussion of specific pending legal proceedings. 
The consequences of these matters are not presently determin 
able but, in the opinion of management, the ultimate liability 
in excess of reserves currently recorded will not have a mate¬ 
rial effect on the shareholders’ equity of the company. 
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Sears, Roebuck and Co. 


Notes to Consolidated Financial Statements continued 


15. Shareholders’ equity 

Dividend payments are restricted as follows: 

Certain indentures relating to the long term debt of Sears, 
Roebuck and Co., which represent the most restrictive contrac 
tual limitation on the payment of dividends, provide that the 
company cannot take specified actioas, including the declara 
tion of cash dividends, which would cause its consolidated 
unencumbered assets, as defined, to fall below 150% of its 
consolidated liabilities, as defined. At Dec. 31, 1990, $9.0 bil 
lion in retained income could be paid in dividends to share 
holders under the most restrictive indentures. 

The capital of certain foreign operations, Allstate Life Insur 
ance Company and Sears Savings Bank at Dec. 31, 1990 in 
eluded approximately $746.6 million which, if distributed, 
would be subject to income taxes of approximately $310.2 mil 
lion. It Is not contemplated that distributions will be* made in 
an amount which would require such tax payments. 

The Illinois Insurance Holding Company Systems Act per 
mits Allstate Insurance Company to pay, without regulatory 
approval, dividends to Sears, Roebuck and Co. during any 12 
month period in an amount up to the greater of 10% of sur 
plus (as regards policyholders) or its net income (as defined) 
as of the preceding Dec. 31. Approximately $471.0 million of 
.Allstate’s retained income at Dec. 31, 1990 had no restriction 
relating to distribution during 1991 which w r ould require prior 
approval. 

I)ean Witter Reynolds Inc. Is subject to the Securities and 
Exchange Commission’s Uniform Net Capital Rule and the 
New York Stock Exchange’s Grcwvth and Business Capital 
Rule. Under these niles the declaration of dividends Is restrict 
ed. At Dec. 31, 1990, approximately $290.6 million of Dean Wit 
ter Group’s retained income w as available for the declaration of 
dividends to Sears, Roebuck and Co. 

As of Dec 31, 1990, subsidiary companies could remit to 
Sears, Roebuck and Co. in the form of dividends approxi¬ 
mately $3.6 billion, after payment of all related taxes, without 
prior approval of regulatory bodies or violation of contractual 
restrict ions. 


Stock option plans 

Options to purchase common stock of the company have 
been granted to employees under various plans at prices 


equal to the fair market value of the stock on the dates the 
options were granted. Certain optious include stock apprecia 
tion rights (SARs) which, upon surrender of the option, per 
mit the optionee to receive the excess of the current market 
price over the option price in cash. In addition, the company 
may pay to the optionee in connection with certain optious or 
SARs an amount generally equal to the maximum statutory 
corporate federal income tax rate then in effect (not to ex 
ceed 46%) times the difference between the market price and 
the option price. Optious and SARs are generally exercisable 
in four equal, annual cumulative installments beginning one 
year after the date of grant, and generally expire in 10 or 12 
years. 


Changes in stock optious were as follows: 


thousands of shares 

Year Ended December 31 


1990 

1989 

1988 

Beginning balance 

10,212.5 

10,511 5 

11,455.2 

Granted 

839.1 (a) 

1,482.5 

119*8 

Exercised 

(498.8)(b)( 1,207.3) 

(617.9) 

Cancelled or expired 

(678 4)(c) 

(574.2) 

(445.6) 

Ending balance 

9.874.., (d) 

10,212.5 

10,5115 

Reserved for future grant at year end 

8,104.2 (e) 

1,341.4 

2,352.2 

Exercisable 

7,024.2 

6.404.8 

6,341 0 


(a) Consists of 8.3 thousand shares granted under the 1982 Plan at a 
price of $38.88 and 830.8 thousand shares granted under the 1986 
Plan at prices ranging from $26.44 to $41.63. 

(b) Consists of 152.0 thousand shares under the 1972 Plan at a price 
from $15 94 to $18 38, 240.5 thousand shares under the 1978 Plan at 
a price of $16.75, 38.8 thousand shares under the 1982 Plan at a 
price from $29 38 to $40.19, 21.6 thousand shares under the 1986 
Plan at a price of $34.75, 37.7 thousand SARs exercised under the 
1982 Plan with an option price from $32.88 to $40.44 and 8.2 
thousand SARs exercised under the 1986 Plan at an option price of 
$34.75. 

(c) The options that expired or were cancelled in 1990 were previously 
granted at prices ranging from $16.75 to $54.13. 

(d) Consists of 419 4, 404.9, 3,694.7 and 5,355.4 thousand shares under 
the 1972, 1978. 1982 and 1986 Plans, respectively, at weighted 
average purchase prices per share of $18.22, $39.63, $38.45 and 
$34.80 for the respective plans. SARs were attached te) 379.6 and 
825.5 thousand shares under the 1982 and 1986 Plans, respectively. 

(e) Shares reserved for future grant totaled 734.8, 369 4 anel 7,000.0 
thousand shares for the 1982, 1986 and 1990 Plans. 


Common Stock Market Information and Dividend Highlights (unaudited) 

First Quarter Second Quarter Third Quarter Fourth Quarter Year 


dollars 

1990 

1989 

1990 

1989 

1990 

1989 

1990 

1989 

1990 

1989 

Stock price range 

High 

41% 

44% 

39V, 

48% 

36V, 

47 '4 

27 V. 

44 % 

41% 

48% 

Low 

30% 

40% 

34 V. 

43% 

24% 

41% 

22 

36 >4 

22 

36 >4 

Close 

39‘A 

43% 

36% 

43% 

25% 

42% 

25% 

38% 

25 V. 

38% 

Dividends declared 

.50 

.50 

.50 

.50 

.50 

.50 

.50 

.50 

200 

2.00 


Stoc k price ranges are for transactions reported in a summary of composite transactions for stocks listed on the New York Stcxk Exchange 
(trading symbol—S), which is the principal market for the company’s common stock. 

The number of registered common shareholders at Feb. 28, 1991 was 344,056. 

In addition to the New York Stock Exchange, the company’s common stock is listed on the following exchanges: Midwest, Chicago; Pacific, 

San Francisco; London, England. Basel, Geneva, Lausanne and Zurich. Switzerland; Amsterdam. The Netherlands; Tokyo, Japan; Paris, France; and 
Frankfurt. Germany 
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Sears Merchandise Group 


Summarized Statements of Income 

millions 


__ 1990 

Revenues 

Merchandise sales and services $28,958.8 

Credit revenues 3,026.9 

Total revenues 31,985.7 

Costs and expenses 

Cost of sales, buying and occupancy 20,181.4 

Selling and administrative 9 281.2 

Provision for uncollectible accounts 621.9 

Restructuring 264.4 

Interest _ 1,238.5 

Total costs and expenses 31,587.4 

Operating income 398.3 

Other income 46.8 

Income before income taxes, minority interest and equity in net income of unconsolidated companies 445.1 

Income taxes 187.8 

257.3 

Minority interest and equity in net income of unconsolidated companies 0.1 

Income before cumulative effect of accounting change 257.4 

Cumulative effect of change in accounting for income taxes _ 

Group income $ 257.4 

See notes to Consolidated and Sears Merchandise Group summarized financial statements. 


Year Ended December 31 

1989 1988 


$28,824.6 $27,754.7 

2,774.6 2,501.3 

31.599.2 30,256.0 


19.854.7 

8.887.2 

401.0 

1,324.4 

30,467.3 

1.131.9 

4.4 


19,1836 

8.578.9 

350.8 

751.1 

1,092.9 

29,957.3 

298.7 

34.6 


U36.3 333-3 

459.4 _ 140.0 

676.9 193.3 

( 30 . 0 ) ( 20 . 0 ) 


646.9 173 3 

— _ 351.1 

$ 646.9 $ 524.4 


Analysis of Operations 

Revenues for Sears Merchandise Group increased $386.5 
million in 1990 or 1.2% over 1989. Domestic merchandising 
revenues remained flat for 1990, reflecting the impact of wors¬ 
ening economic conditions and increased competitive pres¬ 
sures. Higher sales in women’s apparel, automotive, home ap 
pliances and electronics, and service related areas were offset 
by lower sales in home fashions, home improvements and 
men’s apparel. Revenues from domestic credit operations in 
creased 8.5% principally due to higher gross receivable bal¬ 
ances. International revenues were 2.1% ahead of last year. In 
1989, Merchandise Group revenues improved $1.34 billion, re 
fleeting the acquisition of Western Auto Supply Company in 
April 1988, an 8.9% increase in domestic credit revenues and a 
10.5% increase in International revenues. 

Compared with the prior year, 1990 Merchandise Group 
net income decreased $389.5 million. Credit reported an in¬ 
crease in net income, w r hile both Merchandising and Interna¬ 
tional reported decreases. Merchandising results reflected 
lower gross margins, higher operating expeases and a fourth 
quarter after tax restructuring charge of $143-4 million. In Cred¬ 
it, the improvement resulted from higher revenues and lower 
interest expease, which w^ere partially offset by an increase in 
the provision for uncollectible accounts. International results 
w'ere adversely impacted by the declining Canadian economy 
and an after tax charge of $11.8 million for Canadian restruc¬ 
turing. 

In 1989, Merchandise Croup income increased $122.5 mil¬ 
lion, or 23. 4%. Improved results in Merchandising reflected a 
$ 133-2 million reduction in the LIFO charge and insurance re 
coveries which totaled $47.5 million. Credit income was down 


slightly as increases in both interest expense and the provision 
for uncollectible accounts more than offset higher revenues. 
International income was ahead of the prior year due to an 
overall improvement in operating earnings. In 1988, major re 
structuring charges for Merchandising and International were 
partially offset by the cumulative effect of a change in account 
ing for income taxes. 


Merchandising operations in the United States accounted 
for 78.5% of Croup revenues in 1990. 


$ millions 


1990 

1989 

1988 

Merchandise sales and services 

*25,093.2 

25,001.9 

24,252.1 

Cost of sales, buying and occupancy 





expenses 

$17,355.8 

17,132.0 

16,724.7 

Ratio to sales and services 


69.2% 

68.5 

69.0 

Selling and administrative expeases 

$ 

7,612.0 

7,315.7 

7,099.2 

Ratio to sales and services 


30.3% 

29.3 

293 

Restructuring expeases (net of profit 





sharing benefit) 

$ 

2312 


712.4 

Ratio to sales and services 


0.9% 

— 

2.9 

Operating income before restructuring 

$ 

49.7 

479.5 

366.0 

Ratio to sales and services 


0.2% 

1.9 

15 

Operating income ( loss) 

Merchandising income before resiructur 

$ 

(181 5) 

479.5 

(346.4) 

ing and income tax accounting change 

$ 

36.9 

292.2 

240.6 

Ratio to sales and services 


0.1% 

1.2 

1.0 

Merchandising income (loss) 

$ 

(106.5) 

292.2 

194.0 

Net sales per square foot (dollars) 

$ 

341 

347 

343 

Merchandise inventories—LIFO basis 

$ 

3,449.1 

3,617.9 

3.045.5 

Merchandise inventories—FIFO basis 

$ 

4,180.4 

4,354.9 

3,789.1 

Merchandise on order at Dec. 31 

$ 

2,130.6 

2,705.1 

3,170.3 
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Sears Merchandise Group 


Analysis of Operations continued 


Merchandising sales and services increased $913 million 
or 0.4% in 1990 compared to an increase of 3-1% in 1989 An 
analysis of net sales by category follows: 



1990 

1989 

1988 

Retail sales and services 

77.5% 

77.8% 

79.0% 

Direct marketing (includes catalog) 

15.3 

15.7 

lo 5 

Specialty 

7.2 

6.5 

4.5 

Total net sales 

100% 

100% 

100% 


Higher sales were reported in home appliances and elec 
tronics, automotive, women's apparel, and service related 
areas. 'ITie improvement in home appliances and electronics 
reflected the continued rollout of Brand Central. Designed to 
compete with home appliance and electronics superstores, 
Brand Central features expanded product assortments includ 
ing national brands. Combined with the conversions com 
pleted in 1989. Brand Central is now featured in more than 
850 retail stores. Sales gains in the automotive area reflected a 
new product presentation which emphasizes auto electronics, 
tires and batteries and also features a broader assortment of 
national brands. Nearly half of the more than 800 automotive 

m 

centers were ^merchandised to incorporate this new presenta 
tion in 1990, with the remainder to be completed during 
1991. Additionally, wider assortments ol national brands and 
enhanced merchandise presentations are now being featured 
in the home fashion and home improvement areas as well as 
men's, women’s and children’s apparel. In conjunction with 
the changes in merchandise assortment and presentation, con 
tinued refinements were made to the everyday competitive pric¬ 
ing strategy, with additional emphasis on periodic special 
sales events. 

Cost of sales, buying and occupancy expenses as a per 
centage to sales increased 0.7% in 1990, following a decrease 
of 0.5% in 1989. The current year results reflected the impact 
of higher selling price reductions necessitated by heightened 
competition and a deteriorating domestic economy. T he de 
crease 1 in 1989 resulted from a $133 2 million reduction in the 
LIFO charge in addition to reduced inventory liquidation 
costs. 

Selling and administrative expenses as a percentage of rev 
enues were 30.3% in 1990 compared to 29.3% in 1989. The 
higher ratio in the current year reflected the combined effects 
of flat revenues and higher sales promotion and insurance 
costs. Partially offsetting these higher costs were reductions in 
retail sales support and administrative payroll that have re¬ 
sulted from ongoing cost reduction programs. Prior year re 
suits were positively impacted by $47.5 million in one time 
insurance recoveries. 

Restructuring charges in 1990 of $2312 million reflected 
the anticipated costs of severance programs in the retail sales 
support area and in headquarters, logistics, catalog and service 
operations. Also included in the restructuring charge were 
costs associated with the closure of all a7 freestanding McKids 
specialty stores. The restructuring charges were the result of a 


1990 cost reduction program primarily designed to streamline 
support operations. 

In 1990, Merchandising income decreased by $398.7 mil 
lion following an increase of $98.2 million in 1989. Current 
year results reflected die impact of flat revenues, higher costs 
and expeases and the restructuring charge. Results for 1989 
were positively impacted by the reduced LIFO charge and the 
iasurance recoveries. 

Credit operations in the United States contributed the follow 
ing: 


$ millions 

1990 

1989 

1988 

Gross customer receivable balances at 




Dee’. 31 

$19,541.8 

17,545.6 

14.8787 

Balances sold at Dec. 31 

$ 6,040.4 

3.526.3 

1,620.1 

Owned customer receivable balances at 




Dec. 31 

$13,5014 

14,019.3 

13,258.6 

Average (>wned receivable balances 

113.165 5 

13.188 4 

12.751.3 

Average account balance (dollars) 

t <>98 

637 

554 

Finance charge and other revenues 

$ 2,671 3 

2,462 1 

2,2602 

Credit sales as a percentage of gross 




sales 

59.2% 

58.7 

57 1 

Discover sales as a percentage ol gross 




sales 

6.3% 

5.9 

5 9 

Yield on receivables 

17.7% 

17.6 

173 

Provision for uncollectible accounts 

$ 570.0 

368.4 

329.1 

Ratio to credit sales 

3.02% 

2 02 

1 93 

Ratio of net charged off accounts to 




credit sales 

2.36% 

1.70 

171 

Percentage of accounts delinquent three 




or more months to total 

139% 

1.13 

1.03 

Interest expense* 

$ 964 3 

1.050 3 

871.3 

Credit income 

$ 330.1 

288.1 

289 3 

Ratio to credit sales 

1.7% 

l .6 

1.7 


Credit revenues rose 8.5% in 1990 compared with an 
8.9% increase in 1989. The improvement in both years was 
primarily due to higher gross customer receivable balances, 
partially offset by the sale of credit accounts through the use 
of asset backed securities. 

The provision for uncollectible accounts rose 54.7% in 
1990 following an increase of 11.9% in 1989. The results for 
both years were adversely affected by a continuing increase in 
delinquent accounts and bankruptcies, along with higher 
gross customer receivable balances. A lower average interest 
rate was the key factor causing the 8.2% decrease in interest 
expease in 1990. This followed a 20.5% increase in interest 
expense in 1989, which was due to the combination of higher 
effective interest rites and additional financing requirements 
resulting from higher receivable balances. 

Higher credit revenues and lower interest expease more 
than offset the rise in the provision for uncollectible accounts 
and resulted in an increase in Credit income of 14.6% in 1990 
The 0.4% reduction in income in 1989 was primarily attribut 
able to the increase in interest expense and provision for un 
collectible accounts, partially offset by higher finance charge 
revenues. 
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Summarized Statements of Financial Position 


millions 


December 31 


1990 

1989 

Assets 



Current assets 



Cash 

$ 268.3 

$ 340.4 

Retail customer receivables 

15,646.9 

15,950.6 

Less: Allowance for uncollectible accounts and unearned finance charges 

416.5 

371.1 


15,230.4 

15,579.5 

Other receivables 

301.8 

362.5 

Inventories 

4,074.0 

4,357.7 

Prepaid expenses and deferred charges 

518.4 

427.6 

Deferred taxes 

418.4 


Total current assets 

20,811.3 

21,067.7 

Property and equipment 



Lind 

281.3 

263.4 

Buildings and improvements 

3,658.3 

3,418.6 

Furniture, fixtures and equipment 

3,843.3 

3.580.6 

Capitalized leases 

343.9 

314.6 


8,126.8 

7,577.2 

Less accumulated depreciation 

3,967.8 

3,734.5 

Total property and equipment, net 

4,159.0 

3,842.7 

Investments in and advances to unconsolidated companies 

29.1 

315 

Other assets 

539.6 

575.0 

Total assets 

$25,539.0 

$25,516.9 

Liabilities 



Current liabilities 



Sho rt term borrowings 

$ 5,324.4 

$ 6,104.0 

Accounts payable and other liabilities 

4,007.7 

3,990.1 

Unearned revenues 

1,1338 

1,021.2 

Deferred income taxes 

— 

96.8 

Other taxes 

372.6 

402.6 

Total current liabilities 

10,838.5 

11,614.7 

Long term debt and capitalized lease obligatioas 

7,746.8 

7,157.9 

Deferred income taxes 

246.9 

274.4 

Minority' interest and other 

317.0 

333.3 

Total liabilities 

19,1492 

19,380.3 

Capital 

6,389.8 

6,136.6 

Total liabilities and capital 

$25,539.0 

$25,516.9 


Set* notes to Consolidated and Sears Merchandise Group summarized financial statements. 


Analysis of Operations continued 

International operations are conducted in Canada and Mex 
ico. Revenues of International operations translated to U.S. dol 
lars totaled $ 4 .22 billion in 1990, compared with $4.14 billion 
in 1989. In Canadian dollars, Sears Canada revenues increased 
0.1% in 1990 and 5 4% in 1989. Current vear Canadian results 
were adversely impacted by a recessionary economy. Due to 
favorable foreign currency translation adjustments. Sears Can¬ 
ada revenues in U.S. dollars increased 1.3% anci 91% in 1990 
and 1989, respectively. 


International operations’ income after minority interest 
was $33 8 million in 1990, compared with $66.6 million for 
1989. The 1990 results reflected Canadian restructuring char¬ 
ges of $33-2 million for severance benefits, lower gross mar¬ 
gins and higher operating costs. The 1989 improvement was 
the result of increases in merchandise sales and finance charge 
revenues, better operating results in field operations and favor¬ 
able translation adjustments, partially offset by higher interest 
expeases. 
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Sears Merchandise Group 


Summarized Statements of Cash Flows 


millions Year Ended December 31 



1990 

1989 


1988 

Cash flows from operating activities 





Group income 

$ 257.4 

$ (>46.9 

t 

524.4 

Adjustments to reconcile group income to net cash provided by operating activities 





Depreciation, amortization and other noncash items 

430.7 

3932 


429 3 

Provision for uncollectible accounts 

621.9 

401.0 


350.8 

Change in deferred taxes 

(537.1) 

(92.9) 


(626.0) 

Cumulative effect of change in accounting for income taxes 

— 

— 


(351-1) 

Increase in retail customer receivables 

(284.7) 

(1,467.2) 


(647.2) 

Decrease (increase) in merchandise inventories 

278.1 

(629.1) 


(h2.0 

Change in net other operating assets and liabilities 

138.0 

359.3 


662.7 

Net cash provided by (used in) ojKrrating activities 

904.3 

(.388.8) 


984.9 

Cash flows from investing activities 





Net purchases of properry and equipment 

(789.7) 

(519.6) 


(430.5) 

Purchase of companies, net of cash acquired 

— 

— 


( 260 . 7 1 

Net sales of investments 

6.1 

33 3 


28.3 

Net cash used in investing activities 

(783.6) 

(486.3) 


(662.9) 

Cash flows from financing activities 





Net increase (decrease) in long term debt 

584.3 

(477.6) 


517.2 

Net increase (decrease) in short term lx growings, primarily 90 days or less 

(770.8) 

1,226.6 


505.9 

Dividends paid to Corporate 

(238.5) 

(137.5) 


(361.9) 

Net capital transfers (to) from Corporate 

234.8 

2135 

(1,120.4) 

Net cash provided by (used in) financing activities 

(190.2) 

825.0 


(459.2) 

Effect of exchange rate changes on cash 

(2.6) 

(19) 


(1.8) 

Net decrease in cash 

5 (72.1) 

$ (52.0) 

$ 

(139.0) 

Cash at beginning of year 

$ 340.4 

$ 392.4 

$ 

5314 

Cash at end of year 

$ 268.3 

$ 340.4 

$ 

392.4 


See notes to Consolidated and Sears Merchandise Group summarized tinancial statements. 


Analysis of Financial Condition 


Net cash generated from operating activities was $904.3 
million in 1990 compared with cash used in operations of 
$388.8 million in 1989. The improved results reflected the im¬ 
pact of reduced inventors' levels and owned receivable bal 
ances, partially offset by a reduction in deferred taxes. Re¬ 
duced inventory' levels reflected improvements in logistics and 
distribution. In 1989, the $388.8 million use of cash was primar¬ 
ily the result of higher customer receivable balances and invert 
tones. 


Cash provided by current year operations was used primar 
ily to purchase additional properry and equipment and to re 
duce debt. During 1990, 45 department stores were opened, 

20 in new markets and 25 relocations. In 1989. additional 
borrowings financed the increase in customer receivables, 
while other working capital requirements and purchases of 
property and equipment were financed through the combina¬ 
tion of cash from operating activities and transfers from Corpo¬ 
rate. 


Domestic stores in operation at the end of the year are 
summarized below: 



1990 

1989 

1988 

Department stores 

863 

847 

824 

Paint and Hardware stores 

98 

nr 

101 

Catalog outlet stores 

101 

105 

112 

Western Auto 

504 

468 

424 

Eve Care Centers of America 

94 

KM 

100 

Business Systems Centers 

65 

61 

59 

Pinstripes Petites 

40 

39 

29 

Total 

1,765 

1,731 

1,649 

Gross square feet (millions) 

127.7 

126.0 

122.8 


In addition to the units listed above, Direct Marketing op 
erates 266 catalog sales offices, supervises 1,998 independent 
sales merchants and operates 10 telecatalog centers which of 
fer nationwide toll free service for incoming catalog orders. Fur 
thermore. there are 1,185 other units in operation which per¬ 
form miscellaneous sales and service functions. 

Planned capital expenditures for 1991 for domestic opera 
tioas are estimated at $650 million. Approximately $ 115 million 
will be used for about 30 new and relocated department stores. 
Approximately $200 million will be used for the coastruction of 
the new home office facility in Hoffman Estates, Illinois. The 
balance of the planned expenditures Is for the upgrade of mer 
chandlse presentation, expaasion of specialty stores, normal re¬ 
placement of operating equipment, data processing equipment 
and distribution modernization. Planned capital expenditures 
will be financed primarily by cash from operating activities. 
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Notes to Summarized Financial Statements 

Summary of significant accounting policies 


Basis of presentation 

The summarized financial statements of Sears Merchan¬ 
dise Group include domestic and international merchandising 
and customer credit operations. The International operations 
consist of Sears Canada and Sears Mexico, which are 62.7% 
and 100% owned, respectively. 

Maintenance agreements 

In December 1990, the Financial Accounting Standards 
Board issued Technical Bulletin 90-1, “Accounting for Sepa 
rately Priced Extended Warranty and Product Maintenance Con 
tracts.” The Technical Bulletin requires revenue and acquisi¬ 
tion costs for such contracts to be deferred and amortized into 
income over the contract period on a systematic basis. The 
Technical Bulletin was adopted prospectively by the Group in 
1990 and did not have a material impact on operating results. 

Inventories 

Inventories of the domestic operatioas are valued primar¬ 
ily at the lower of cost (using the last in, first-out-LIFO meth 
od) or market by application of internally developed price in 
dices to estimate the effects of inflation in inventories at their 
cost value. Prior to 1989, the Group had used the Bureau of 
Labor Statistics price indices applied against inventory selling 
values to arrive at a LIFO inventory' valuation. This change 
was adopted to apply indices which more closely reflect the 
inflation or deflation in the Group’s inventory cost. The 
change provided an after tax benefit of $16.4 million in 1989. 

The LIFO adjustment to costs of sales were credits of $5.7 
and $6.6 million in 1990 and 1989, respectively, and a charge 


of $126.6 million in 1988. In both 1990 and 1989, inventories 
valued under the LIFO method were partially liquidated, result¬ 
ing in credits of $28.1 and $25.0 million, respectively. If the 
first in, first out (FIFO) method of inventory valuation had 
been used instead of the LIFO method, inventories would 
have been $731.3 and $737.0 million higher at Dec. 31, 1990 
and 1989, respectively. 

Inventories of International operatioas. Specialty Merchan 
dising acquisition; and Puerto Rico, which represent approxi¬ 
mately 21.8% of Group inventories, are stated at the lower of 
cost (FIFO basis) or market. 

Debt and related interest expense 

Group debt includes borrowings by International sub 
sidiaries in their respective countries. The debt of the domes¬ 
tic operatioas used to fund customer receivables Is legally the 
responsibility of Sears, Roebuck and Co., Sears Roebuck Accep¬ 
tance Corp. (SRAC) or Sears Overseas Finance N.V. (SOFNV), 
and amounted to $10.6 and $10.9 billion at Dec. 31, 1990 and 
1989, respectively. Allocation of short term and long-term debt 
Is based on the proportionate composition of the pooled Cor 
porate debt, and interest expense on the average debt outstand 
ing is charged at a rate equal to the average cost of all funds 
borrowed by Sears, Roebuck and Co., SRAC and SOFNV. 

Retail customer receivables 

Retail customer receivables shown in the Dec. 31, 1990 
Statement of Financial Position includes approximately $5.0 bil 
lion of domestic accounts and $462.4 million of foreign ac¬ 
counts which will not become due within one vear. These re- 

4 

ceivables are expected to earn finance charge revenue at an 
nual percentage rates ranging from 11.5% to 21.0% for the do¬ 
mestic accounts and 28.8% for the Canadian accounts. 
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Allstate Insurance Group 


Summarized Statements of Income 




millions 


Year 

Ended 1 Xvember 31 


1990 

1989 

1988 

Revenues 




Property liability insurance premiums earned 

$14,280.5 

$13,133.0 

$11,995.8 

Life insurance premium income and contract diarges 

1,166.1 

1,211.5 

962.2 

Investment income, less investment expense (note 1) 

2,571.3 

2,235.2 

1,780.8 

Realized capital gains 

181.2 

223.4 

1849 

Total revenues 

18,1991 

16,8031 

14,923.7 

Costs and expenses 




Property liability insurance claims and claims expense 

12,198.8 

10,873.6 

9.651.9 

Life insurance policy benefits 

1,827.2 

1.6537 

1,195.7 

Policy acquisition costs (note 2) 

2,870.3 

2,6788 

2,358.2 

Other operating costs and expenses 

999.3 

912.2 

852.4 

Total costs and expenses 

17,895.6 

16,118.3 

14,058.2 

Income from continuing operations before income taxes, equity in net income (loss) of 




unconsolidated companies and minority interest 

303.5 

( 384.8 

865.5 

Income tax benefit 




Current operations 

(250.8) 

(1315) 

(45.1) 

Fresh start adjustment from the Revenue Reconciliation Act of 1990 

(139.0) 

— 

— 


693.3 

816.3 

910.6 

Equity in net income (loss) of unconsolidated companies and minority interest 

(2.5) 

(1,1) 

3.0 

Income from continuing operations 

690.8 

815.2 

9136 

Discontinued operations 




Operating loss, less income tax benefit of $t5.9 

— 

— 

( 86 . 8 ) 

Gain (loss) on disposal, less income tax (expense) benefit of $(5.5) and $30.2 

10.5 

— 

(58.6) 

Income before cumulative effect of accounting change 

701.3 

815.2 

768.2 

Cumulative effect of change in accounting for income taxes 

— 

— 

184.5 

Group income 

$ 701.3 

$ 815.2 

$ 952.7 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 


Analysis of Operations 

Allstate Insurance Group revenues increased $1.40 billion 
or 8.3% in 1990 following a $1.88 billion increase in 1989. Net 
income for 1990 was $701.3 million which included a $139.0 
million one-time tax benefit from the Revenue Reconciliation 
Act of 1990 and a $10.5 million favorable development of re 
serves related to group life health operatioas discontinued in 
1988. Group income from continuing operatioas before non 
recurring credits w*as $551.8 million for 1990 compared with 
$815.2 million for 1989. The property liability operatioas were 
respoasible for the entire decrease in income. 

Property-Liability Operations 

Premiums written increased 8.9% in 1990 compared with 
a 9.1% increase in 1989. .About 60% of the growth in written 
premiums was attributable to higher average premiums and 
40% came from growth in unit sales. Personal lines accounted 
for 92% of Allstate's property liability business in 1990. 


Supplementary income statement information: 


$ millions 

1990 

1989 

1988 

Premiums written 

$14,696 1 

13.490 1 

12,368.3 

Premiums earned 

$14,280 5 

13.133 0 

11,995.8 

Claims and claims expense* 

$12,198 8 

10.873.6 

9,6519 

Claims and claims expense ratio 

85 4% 

82.8 

80 4 

Underwriting expenses 

$ 3.500 6 

3.241.4 

2,899.1 

Underwriting expense ratio 

24 5% 

24.7 

24.2 

Underwriting loss 

$(1.4189) 

(982 0) 

(555.2) 

Combined ratio 

1099% 

1075 

104.6 

Investment income, less exjx-nse 

$ 1,296.9 

1.252.0 

1,098.9 

Realized capital gains, after tax 

$ 1098 

131.8 

114.2 

Income tax benefit on operations 
(excluding tax on realized 

capital gains) 

$ (394.9) 

(280.1) 

(168 0) 

Nonrecurring income tax benefits 

Fresh start 

$ (139.0) 

— 

— 

SFAS No. 96 accounting 

change 

$ — 

— 

(194.5) 

Net income 

$ 516.9 

6539 

981.5 
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Analysis of Operations continued 


Property-liability premiums earned 

( millions) 



$ 10,294 


2,304 


1,682 



$9,371 2,134 1,628 



$8,448 



Passenger Auto Homeowners Other 


The automobile insurance industry has, for several years 
now, been under pressure from various government regula¬ 
tors and legislators to reduce or freeze premium levels. Howev¬ 
er, increased costs of litigation and medical treatment, com¬ 
bined with rising auto repair costs continue to drive up the 
price of providing automobile insurance coverage. This makes 
car insurance unaffordable for some who live in densely popu¬ 
lated urban areas. Unfortunately, government actions in a num¬ 
ber of key states have mandated premium rate levels that do 
not correspond with reductions in underlying costs, creating 
severe pressures on profitability. Allstate expects that adverse 
legislative and regulatory activity will continue in the foresee¬ 
able future until meaningful product and pricing solutioas 
that responsibly deal with the underlying marketplace condi- 
tioas are found. 

Allstate believes that the property and liability insurance 
regulatory framework must ultimately allow insurers to make 
a fair and reasonable rate of return and Is vigorously pursuing 
relief through the regulatory 7 administrative process and in the 
courts. The financial impact of this changing environment on 
Allstate’s future results of operations is not presently determin 
able. See note 4 for a discussion of pending legal proceedings. 

Allstate’s combined ratio rose to 109.9% in 1990 com¬ 
pared with 107.5% in 1989. Unfavorable results for both per 
sonal and commercial lines of business contributed to a 1990 
underwriting loss of $1.42 billion compared with $982.0 mil¬ 
lion in 1989. Upward development of estimates of losses for 
prior years was a key factor in the negative comparison be- 
tw r een 1990 and 1989. The majority of this adverse develop 
ment resulted from higher than expected severities and late 
reported losses in auto and property 7 lines. Competition and 
the regulatory 7 environment in certain states hinder the 
company’s efforts to raise premiums at the same rate as the 
growth in claims and operating costs. This profit margin 
squeeze was a significant factor in the unfavorable underwrit¬ 
ing results. However, increases in automobile injury 7 loss costs 
were partially offset by improvement in the frequency of 
claims reported. Also, in 1990, Allstate experienced its second 
largest catastrophe claim losses in history, only slightly below 
the 1989 record high levels. This also added to the pressure 
on underwriting results. 

Pretax net investment income increased $44.9 million or 
3.6% in 1990 compared with a $153-1 million increase in 1989. 
Cash flow from insurance operations has decreased compared 
to the prior year, and the yield on the overall portfolio Is 
slightly less than last year. Net investment income was 9.1% of 
premiums earned in 1990 compared with 9.5% and 9.2% in 
the two prior years. Realized capital gains, after tax w 7 ere 
$109.8 million in 1990 compared with $1318 million in 1989. 


Life Operations 

Life insurance statutory 7 premiums from continuing opera 
tions, which includes premiums and deposits received for all 
products and which Is a primary 7 measure of growth, increased 
29 8% to $4.25 billion in 1990. The favorable growth in 1990 
w 7 as significantly influenced by strong annuity sales. However, 
premium income and contract charges, under generally ac¬ 
cepted accounting principles (GAAP), decreased $45 4 million 
in 1990 following a $249.3 million increase in 1989. The 1990 
decrease occurred because premiums for pension products 
and structured settlements with life contingencies returned to 
normal growth levels compared with unusually high sales in 
1989. GAAP revenues from year to year are significantly influ¬ 
enced by the type of annuities sold and are not the primary 
measure of growth. 

Supplementary 7 income statement information: 


millions 


1990 

1989 

1988 

Statutory premiums from continuing 
opera tio as 

$4,2519 

3,275.7 

3,446.8 

Premium income and contract charges 

$1 

.166.1 

1,211.5 

962.2 

Investment income, less expense 

$1 

,274.4 

9832 

681.9 

Realized capital gains, after tax 

$ 

9.8 

15.6 

7.8 

Income taxes on operations (excluding tax 





on realized capital gains) 

$ 

82.5 

72.6 

600 

Income (loss) 





Continuing operations 

$ 

1739 

161.3 

126.6 

SFAS No. 96 accounting change 

$ 

— 

— 

(10.0) 

Discontinued operations 

$ 

10.5 

— 

(145.4) 

Net income (loss) 

f 

184.4 

161..3 

(28.8) 


Another principal measure of growth of the life opera 
tions is the increase in assets under management which are 
the investments Allstate has made with the proceeds from the 
sale of investment-oriented products. Assets under manage¬ 
ment grew 39.6% in 1990 and 42.6% in 1989 to reach $13-19 
billion at the end of 1990. Continued strong growth of assets 
under management Is the major factor which caused invest¬ 
ment income before income taxes to grow to $1.27 billion in 
1990 or 29 6% after a 44.2% increase in 1989. 


Assets under management 

(millions) 



Income from continuing operations was $173 9 million in 
1990 compared with $ 161.3 million in 1989 and $126.6 mil¬ 
lion in 1988. The increase in 1990 net income was mitigated 
by a reduced level of capital gaias resulting from high yield 
bond write downs caused by adverse economic conditions. Re 
alized capital gains, after income taxes, were $9.8 million in 
1990 and $15.6 million in 1989. 
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Allstate Insurance Group 


Summarized Statements of Financial Position 

millions 


December 31 


1990 

1989 


Assets 

Investments (note 1) 


Bonds and redeemable preferred stocks, at amortized cast (market $22,397.1 and $19,911.4) 


State and municipal 

Other 

$13,576.8 

8,444.5 

$12,736.2 

6,427.7 


22,021.3 

19.163.9 

Mortgage backed securities (market $3,712.1 and $2,811.7) 

3,631.4 

2,796.2 

Mortgage loans 

3,217.3 

2,359.7 

Common and preferred stocks, at market (cast $2,421 8 and $2,045 9) 

2,374.4 

2.415.3 

Short term 

1,495.8 

1,141.1 

Other 

769.7 

741.3 

Total investments 

33,509.9 

28,617.5 

Premium installment receivables 

1,727.2 

1,588.2 

Deferred policy acquisition costs (note 2) 

1,235.4 

1,072.9 

Property and equipment, net 

**2.5 

739.0 

Accrued investment income 

613.0 

568.2 

Investments in unconsolidated companies 

117.5 

115.9 

Deferred income taxes 

494.8 

90.5 

Cash 

96.8 

73.4 

Other 

1313-2 

1.144.5 

Total assets 

$39,950.3 

$34,010.1 

liabilities 

Reserve for projxTry liability insurance claims and claims expense (note 3) 

$11,376.3 

$10,162.1 

Reserve for life insurance policy benefits 

14,367.9 

10,6797 

Unearned premiums 

5,006.0 

4,6078 

Claim payments outstanding 

342.9 

427.0 

Other liabilities and accrued expenses 

ir30.5 

1,340.2 

Total liabilities 

32,823-6 

27,216.8 

Capital (note 1) 

7,126.7 

6,7933 

Total liabilities and capital 

$39,950.3 

$34,010.1 


See notes to Consolidated and Allstate Insurance Group summarized tinancial statements. 


Analysis of Financial Condition 


Allstate's primary sources of new cash flow are insurance 
premiums, new assets under management and investment in 
come. Most insurance premiums and deposits are received in 
advance of the time when claims and jxdicyholdcrs benefits 
are paid. The resulting cash flow Ls invested until required for 
operations. New funds from operations and financing totaled 
$5.36 billion for 1990 compared with $3 53 billion from opera¬ 
tioas and financing in 1989. 


Notes to Summarized Financial Statements 


Summary' of significant accounting policies 


is of presentation 

The summarized financial statements of Allstate Insurance 
Group include property-liability insurance, life iasurance and 
adjunct business operatioas such as Allstate Motor Club. 

The financial statements have been prepared on the basis 
of generally accepted accounting principles which vary from 
statutory' accounting principles prescribed or permitted by reg¬ 
ulatory authorities. On a statutory basis, capital of the proper¬ 
ty liability operatioas was $4.7 and $4.5 billion and capital of 
tlie life operations was $800.4 and $646.8 million at Dec. 31, 
1990 and 1989, respectively. 


Cash flow from property’ liability' operatioas is primarily 
invested in tax-exempt state and municipal bonds. Cash flow 
from life operatioas Ls primarily invested in taxable fixed in 
come securities to support interest-sensitive product lines. 
Cash dividends paid to Sears, Roebuck and Co. during the last 
three years have averaged 31.4% of Group income for the 
same period. 


Investments 

Bonds, redeemable preferred stocks, mongage backed se¬ 
curities and mongage loans are carried at amortized cost and 
are intended to be held to maturity; other preferred and com¬ 
mon stocks are carried at quoted market values; short term in¬ 
vestments are carried at cost; other investments, which in 
elude real estate, are primarily accounted for by the equity 
method. 

The difference between cost and market value of com 
mon and non redeemable preferred stocks, less deferred in 
come taxes and minority interest, Ls reflected in capital. Real 
ized capital gains and losses are determined on a specific iden 
tification basLs. 
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Summarized Statements of Cash Flows 




millioas 


Year Ended December 31 


1990 

1989 

1988 

Cash flows from operating activities 




Group income 

$ 701.3 

$ 815.2 

$ 952.7 

Adjustments to reconcile group income to net cash provided by operating activities 




Depreciation, amortization and other noncash items 

69.5 

106.3 

87.9 

Gains on sales of property' and investments 

(181.2) 

(223.4) 

(187.5) 

Increase in iasurance reserves 

2,004.8 

1.470.4 

2.032.6 

Change in deterred taxes 

(263.8) 

(65 0) 

(43.6) 

Cumulative effect of change in accounting for income taxes 

— 

— 

(184.5) 

Change in net other operating assets and liabilities 

243.4 

(177.4) 

168.5 

Net cash provided by operating activities 

2,574.0 

1 ,926. 1 

2,826 1 

Cash flows from investing activities 




Proceeds from sales and maturities of investments 

2,974.1 

2,990.8 

3.535.6 

Purchases of investments 

(6,054.6) 

(5.161.5) 

(5.902.4) 

Collections on mongage backed securities and mongage loaas 

312.9 

182.7 

498.7 

Purchases and originatioas of mortgage backed securities and mortgage loans 

(1,993.3) 

(1,749.5) 

(1,702.1) 

Net change in short term investments 

(354.7) 

3036 

(8436) 

Net purchases of property and equipment 

(224.2) 

(181.1) 

( 194 0) 

Net cash used in investing activities 

(5,339-8) 

(3,615.0) 

(4,607.8) 

Cash flows from financing activities 




Payments received under investment contracts 

2,898.1 

1,924.0 

2,101.8 

Interest credited to investment contracts 

707.9 

512.3 

332.0 

Payments on maturity of investment contracts and other charges 

(708.4) 

(500.0) 

(307.5) 

Dividends paid to Corporate 

(108.4) 

(330.0) 

(336.6) 

Net cash provided by financing activities 

2,789.2 

1,606.3 

1,789.7 

Net increase (decrease) in cash 

$ 23.4 

$ (82.6) 

t 8.0 

Cash at beginning of year 

$ 73.4 

t 156.0 

$ 148.0 

Cash at end of year 

$ 96.8 

t 73.4 

$ 156.0 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 


Notes to Summarized Financial Statements continued 


Property'-1iability insurance 

Premiums are deferred and earned on a pro rata basis 
over the terms of the policies. Certain costs of acquiring insur 
ance business, principally agents' compensation and premium 
taxes, are deferred and amortized to income as premiums are 
earned. 

The reserve for claims and claims expense is an accumula¬ 
tion of the estimated amounts, net of estimated salvage and 
subrogation recoveries, necessary to settle outstanding claims, 
based upon the facts in each case anci Allstate’s experience 
with similar cases. 

Life insurance 

Premiums for traditional life and disability insurance are 
recognized as revenue when due. Revenues on universal life- 
type contracts are comprised of contract charges and fees 
which are recognized when assessed agaiast the policy-holder 
account balance. Investment contracts do not involve substan¬ 
tial risk of policyholder mortality and the payments received 
under such contracts are recorded as interest bearing liabilities. 

Policy benefit reserves for traditional life and disability 
are computed on the basts of assumptions as to future invest¬ 
ment yields, mortality-, morbidity- and expenses. These as 


sumptions, which for traditional life are applied using the net 
level premium method, include provisions for adverse devia 
tion and generally vary by- such characteristics as plan, y^ear of 
issue and policy duration. Claim reserves, including incurred 
but not reported claims, represent management’s estimate of 
the ultimate liability associated with unpaid claims, based pri¬ 
marily upon analysis of past experience. Policy benefit re¬ 
serves for universal life type contracts are established using 
the retrospective deposit method. Under this method, liabili¬ 
ties are equal to the account balance that accrues to the bene 
fit of the policyholder. 

Certain costs of acquiring insurance business, principally 
agents’ compensation, certain underwriting costs and direct 
mail solicitation expenses, are deferred and amortized to in 
come in proportion to the estimated revenues on such busi 
ness. For universal life type and investment contracts, the 
costs are amortized in relation to the estimated profits on such 
business. 


Related party’ transactions 

Iasurance premiums include transactions with Sears, 
Roebuck and Co. and other affiliates. The effect on Group 
revenues and income is not material. 
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Allstate Insurance Group 


Notes to Summarized Financial Statements continued 


1. Investments 


Investment income by category of investment was as 
follows: 


millions 

Year Knded December 31 


1990 

1989 

1988 

Bonds and redeemable preferred stocks 




State and municipal 

$ 1,087.1 

$1,028.9 

$ 927.4 

Other 

740.2 

5954 

416.4 


Mongage backed securities 

1.827.3 

298.2 

1,624.3 

226.3 

1.3438 

157.7 

Mortgage loans 

277.9 

200.8 

124.7 

Common and preferred stocks 

735 

84.9 

73.8 

Short term 

139.2 

133.1 

105.9 

Other 

9.2 

17.2 

16.3 


Investment income, before expense 
Investment expense 

2,625.3 

54.0 

2,286.6 

51.4 

1,822.2 

41.4 

Investment income, less investment 
expense 

$2,571.3 

$2,235.2 

11,780.8 


At Dec. 31, 1990, the carrying value of all investments, 
excluding common and preferred stocks, that were non 
income producing during 1990 was $93 3 million. 

Realized capital gains (losses), less income taxes, and 
changes in unrealized net capital gaias. less applicable tax 
effect and minority interest, for bonds and stocks were as 
follows: 


millioas 


Year Knded DecemtxT 31 


1990 1989 1988 


Bonds and redeemable preferred stocks 
Realized 

Change in unrealized 
Common and preferred stocks 
Realized 

Change in unrealized 


(4) 

$ (2.7) 

$ 5.1 

(245.3) 

355.7 

83.7 

120.3 

160.2 

116.3 

(267.9) 

85.0 

30.6 


Unrealized capital gaias and losses on common and pre 
ferred stocks included in capital at Dec. 31, 1990 were as 
follows: 

millions Cost 

Market 

Value 

Gross Unrealized 

Gaias (Losses) 

Net 

Unrealized 
Gaias 
(Losses) 

Common and 




preferred stocks $2,421.8 

$2,374.4 

$201.4 1(248.8) 

$(47.4) 

Deferred Income tax and other 



34.5 

Total 

• 



$(12.9) 


2. Deferred policy' acquisition costs 

Policy acquisition costs deferred and amortized to in 
come were as follows: 


millioas 

Year 

Knded Decemlx*r 31 


1990 

1989 

1988 

Costs deferred and amortized 




Amount deferred 

$1,908.6 

$1,726.7 

$1,684.9 

Amount amortized to income 

1.746,1 

1,581.2 

1,538.7 


3. Reinsurance 

.Allstate assumes and cedes insurance to participate in the 
reinsurance market, limit maximum losses and minimize expo 
sure on large risks. Reinsurance ceded arrangements do not 
discharge Allstate as the primary insurer. 

Reserves for insurance claims and policy benefits are shown 
net of amounts recoverable from other insurers of $1.4 billion 
at both Dec. 31, 1990 and 1989. Insurance premiums assumed 
totaled $745.1 and $679.3 million in 1990 and 1989, respective 
ly. Insurance premiums ceded totaled $403 3 and $474.9 mil 
lion for the same periods. .Amounts recoverable from p<x)ls, 
associations and facilities on reported losses at Dec. 31, 1990 
are $3113 million. No amount recoverable from any one rein 
surer is in excess of $108.2 million at Dec. 31, 1990. 


4. Pending legal proceedings 

Various regulatory and legal actions are currently pending 
involving .Allstate and specific aspects of the conduct of busi 
ness in certain states. For example, in California and North 
Carolina, .Allstate Is challenging regulatory actions that would 
result in refunds of auto premiums to policyholders under cer 
tain conditions. In Massachusetts, Allstate is involved in litiga 
tion challenging the costs associated with Allstate’s withdrawal 
from that market. While the aggregate dollar amounts in 
volved in these regulatory' and legal actions cannot be* deter 
mined with certainty, the potential amounts sought in some 
cases could be significant. Allstate believes that its rates and 
conduct have been proper in all of these cases, and that its 
position will ultimately be upheld in the courts. Furthermore, 
in the opinion of the management of Allstate, any liability that 
might result from the resolution of these matters will not have 
a material effect on shareholders’ equity. 

The Internal Revenue Service (IRS) has asserted a federal 
income tax deficiency on Allstate’s mortgage insurance 
subsidiaries by deferring deductions for incurred losses to the 
time that the insured lender takes title to a mortgagor’s proper 
ty. On Jan. 24, 1991, the Tax Court, in conference proceed 
ings, upheld the IRS position. On the advice of outside conn 
sel, .Allstate intends to vigorously appeal the lower court dcci 
sion to the U S. Court of Appeals. Management believes that 
Allstate will prevail on this industry wide issue. Should the IRS 
position ultimately be upheld, the net effect on shareholders’ 
equity as of Dec. 31, 1990 would be a reduction of approxi 
matelv $40 million. 
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Dean Witter Financial Services Group 


Summarized Statements of Income 

millions 


Year Ended December 31 


1990 

1989 

1988 

Revenues 

Interest 

$2,254.3 

$2,044.4 

$1,938.6 

Commissions 

666.5 

694.0 

617.4 

Asset management 

491.7 

435.3 

378.2 

Trading 

362.7 

277.1 

242.7 

Investment banking 

206.4 

236.3 

318.4 

Other operating revenues 

625.2 

377.5 

262.6 

Total revenues 

4,606.8 

4,064.6 

3,757.9 

Costs and expenses 

Interest 

1,256.4 

1,188.2 

1.221.5 

Personnel 

1,278.4 

1,198.6 

1.1798 

Provision for loan losses 

420.8 

300.6 

234.4 

Other operating costs and expenses 

1,247.5 

1,080.4 

972.5 

Total costs and expenses 

4,203.1 

3,767.8 

3,608.2 

Income before income taxes 

403.7 

296.8 

1497 

Income taxes 

170.8 

130.8 

62.1 

Income before cumulative effect of accounting change 

232.9 

166.0 

87.6 

Cumulative effect of change in accounting for income taxes 

— 

— 

(2.1) 

Group income 

$ 232.9 

$ 1660 

$ 85.5 


See notes to Consolidated and Dean Winer Financial Services Group summarized financial statements. 


Analysis of Operations 


Revenues of Dean Witter Financial Services Group in 
creased 13.3% in 1990 and 8.2% in 1989 over the respective 
prior years. The 1990 increase was primarily attributable to in¬ 
creased interest and fee revenues for Discover Card and 
higher asset management and trading revenues in Securities 
activities. The 1989 increase was primarily due to growth in 
revenues for Discover Card, partially offset by lower interest 
and investment banking revenues in Securities activities. 

Net income reported by the Group in 1990 represented a 
$66.9 million improvement over 1989, due primarily to in¬ 
creased profitability for Credit Services activities. The income 
reported by the Group in 1989 represented an $80.5 million 
increase over 1988 due to increased profitability for both 
Credit Services and Securities activities. 

Securities activities statements of income follow: 


millions 

1990 

1989 

1988 

Interest 

$ 635.0 

650.7 

863.2 

Commissions 

666.5 

694.0 

617.4 

Asset management 

491.7 

435.3 

378.2 

Trading 

362.7 

277.1 

242.7 

Investment banking 

206.4 

236.3 

318.4 

Other 

113.6 

56.0 

60.8 

Total revenues 

2,475.9 

2,349.4 

2,480.7 

Personnel 

1,072.3 

1,029.1 

1,028.6 

Interest 

486.3 

492.4 

7138 

Other 

709.4 

637.5 

633 1 

Total expenses 

2,268.0 

2,159.0 

2,375.5 

Operating income 

207.9 

190.4 

105.2 

Income taxes 

98.9 

90.2 

42.2 

Net income 

$ 109.0 

100.2 

630 

Assets under management 

$42,546 

42,733 

37,282 


Net interest income decreased 6.1% in 1990 due to the 
decision to exit program trading and because of lower interest 
rates. In 1989, net interest income increased 6.0% due to 
higher net interest income on customer margin lending. Gross 
interest revenue and expense showed significant decreases in 
1989 due to reductioas in repurchase and resale agreements 
during the year. 

Commission revenues decreased 4.0% in 1990 primarily 
due to lower activitv in listed securities. In 1989, commission 

j w 

revenues increased 12.4% due to higher activity in listed securi 
ties, including higher retail securities volume. 

Asset management revenues increased 13 0% in 1990 pri¬ 
marily due to the full year results of the traasfer agency func 
tion which was acquired during the fourth quarter of 1989 
Asset management revenues increased 15.1% in 1989, due to 
increased levels of assets under management. 

Trading revenues increased 30.9% and 14.2% in 1990 and 
1989, respectively. These increases were due to higher equity 
trading revenues and higher fixed income trading revenues 
from government securities. 

Investment banking revenues decreased 12.7% and 25.8% 
in 1990 and 1989, respectively. These decreases were due to 
lower fees recorded in the various corporate finance activities. 

Personnel expeases increased 4.2% in 1990 primarily due 
to the expaasion of certain basinesses during the fourth quar 
ter of 1989 Other operating expeases increased 11.3% in 1990 
primarily due to additional facilities costs, also related to the 
expaasion of certain businesses in the fourth quarter of 1989. 
In 1989, personnel and operating expenses were essentially 
unchanged. 
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Dean Witter Financial Services Group 


Summarized Statements of Financial Position 


millions 


December 31 


1990 

1989 

Assets 

Cash and invested cash 

Cash segregated under government regulations 

Securities purchased under agreements to resell 

Discover Card receivables (net of allowances of $280.6 and $269.0) 

Receivables from clients and others-collateralized 

Securities, at market value (note 2) 

Consumer finance notes 

Other assets 

$ 565.8 

1,250.1 

2.269.5 

8.610.6 

3.842.5 
1,181.0 
1,467.2 

2.503.5 

$ 418.5 

966.1 
3,076.9 
8,269.9 
3,2158 
1,066.3 
1,273.5 
1,629.7 

Total assets 

$21,690.2 

$19,916.7 

liabilities 

Deposits (note 1) 

Securities sold under agreements to repurchase (note 3) 

Borrowings (note 3) 

Payable to clients and others 

Securities sold but not yet purchased, at market value (note 2) 

Other liabilities 

$ 4,754.5 
2,349.8 
6,540.3 
4,579.1 

500.1 

1,101.5 

$ 5,458.4 
2,811.9 

4.813.8 

3.679.9 
797.3 
6433 

Total liabilities 

19,825.3 

18,204.6 

Capital 

1,864.9 

1,712.1 

Total liabilities and capital 

$21,690.2 

$19,916.7 

See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 


Analysis of Operations continued 

Net income increased $8.8 million in 1990 as a result of 
higher trading revenues and increased asset management fees. 
In 1989, net income increased $37.2 million as a result of a 
stronger retail securities market, increased levels of assets un 
der management and the realignment of fixed income trading 
activities. 


Credit Services activities statements of income follow: 


millions 

1990 

1989 

1988 

Interest revenue 

$ 1,619.3 

1,3937 

1,0754 

Interest expease 

770.1 

695.8 

507.7 

Net interest income 

849.2 

697.9 

567.7 

Servicing fee income 

81.2 

33 

— 

Provision for loan losses 

413.5 

296.7 

232.6 

Net credit income 

516.9 

404.5 

335 1 

Operating avenues 

430.4 

318.2 

2018 

()perating expenses 

751.5 

616.3 

492.4 

Income before taxes 

195.8 

106.4 

44.5 

Income taxes 

71.9 

40.6 

22.0 

Net income 

$ 123.9 

65.8 

22.5 

Gross Discover Card receivables at 

Dec. 31 

11,591.5 

8,538.9 

6,088.7 

Discover Card receivables sold at 

Dec. 31 

2,700.3 



Discover Card (thousands): 
Cardmembers 

37,773 

32.722 

27,084 

Merchant outlets 

1,244 

1,080 

912 

Auto, home equity and other loan 
volume (principal) 

$ 668 

530 

806 


Net interest income increased 21.7% and 22.9% in 1990 
and 1989, respectively, due to the significant growth in Dis 
cover Card receivables, partially offset in 1990 by the sale of 
receivables through the use of asset-backed securities. Corre¬ 
spondingly, the sale of receivables resulted in an increase in 
servicing fee income in 1990. 


The provision for loan losses increased 39.4% in 1990 
due to higher charge-offs and the continued growth of Dis 
cover Card receivables. In 1989, the provision for loan losses 
increased 27.6%, primarily due to the growth of Discover Card 
receivables offset in part by an improved charge-off experi¬ 
ence for Discover Card. 

Operating revenues increased significantly in both 1990 
and 1989 due to a larger Discover Card merchant base and 
the significant increase in Cardmembers for both years. 

Discover Cardmembers 

f thousands ) 



Operating expeases increased 21.9% in 1990 compared 
with 23 2% in 1989. For 1990 and 1989, increased personnel 
and promotional expeases reflect the increased Discover Card 
volume and the expaasion of services to Cardmembers and 
merchants. 

Net income for Credit Services increased $58.1 million in 
1990. Discover Card reported net income of $ 116.7 million in 
1990 compared with 1989 net income of $80.2 million. Other 
Credit Services activities reported net income of $7.2 million 
in 1990 compared with a net loss of $14.4 million in 1989. 
The latter increase is due primarily to lower cost of funds and 
higher yields on receivable balances. In 1989, net income for 
Credit Services activities improved $43 3 million from the net 
income reported in 1988 due to the increased profitability of 
Discover Card. 
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Dean Witter Financial Services Group 


Summarized Statements of Cash Flows 




millions 


Year Ended December 31 


1990 

1989 

1988 

Cash flows from operating activities 




Group income 

$ 232.9 

$ 166.0 

$ 85.5 

Adjustments to reconcile group income to net cash provided by operating activities 




Depreciation, amortization and other noncash items 

44.4 

48.2 

52.0 

Provisions for uncollectible accounts 

425.8 

304.3 

243-1 

Change in deferred taxes 

(71.4) 

(66.8) 

(19.8) 

Change in net matched agreements to resell or repurchase securities 

10.8 

(77.2) 

536.5 

Decrease (increase) in net trading account securities 

(411.9) 

(420.1) 

1,1319 

Decrease (increase) in brokerage receivables 

(639.4) 

(173.2) 

511.1 

Increase in brokerage payables 

899.2 

537.4 

55.1 

Increase in cash segregated under government regulations 

(284.0) 

(279.3) 

(359.7) 

Change in net other operating assets and liabilities 

(363.6) 

239.6 

(295.3) 

Net cash provided by (used in) operating activities 

(157.2) 

278.9 

1,940.4 

Cash flows from investing activities 




Proceeds from sales of investments 

0.6 

289.2 

9233 

Purchases of investments 

(7.7) 

(8.6) 

(1.117.3) 

Collections on coasumer finance notes 

459.0 

1,3953 

8312 

Originations of coasumer finance notes 

(662.3) 

(1,022.5) 

(941.1) 

Net purchases of property and equipment 

(38.1) 

(64.9) 

(935) 

Increase in Discover Card receivables 

(725.8) 

(2,654.0) 

(2.403.0) 

Net cash used in investing activities 

(974.3) 

(2,0655) 

(2,800.4) 

Cash flows from financing activities 




Net increase (decrease) in long term debt 

252.3 

(4.6) 

52.4 

Change in net unmatched agreements to resell or repurchase securities 

334.5 

(93.3) 

(802.8) 

Increase (decrease) in deposits 

(703.9) 

827.5 

598.6 

Net increase in short term borrowings, primarily 90 days or less 

1,476.0 

1,059 9 

936.5 

Dividends paid to Corporate 

(100.4) 

(794) 

(490) 

Net capital traasfers from Corporate 

20.3 

139 

127.6 

Net cash provided by financing activities 

1,278.8 

1,724.0 

8633 

Net increase (decrease) in cash and invested cash 

$ 147.3 

$ (62.6) 

$ 33 

Cash and invested cash at beginning of year 

t 418.5 

$ 481.1 

$ 477.8 

Cash and invested cash at end of year 

$ 565.8 

$ 418.5 

$ 481.1 


See notes to Coasolidated and Dean Witter Financial Services Group summarized financial statements 


Analysis of Financial Condition 

Ibe operations of Dean Witter Financial Services Group 
used cash in operating activities of $157.2 million in 1990 and 
generated cash from operating activities of $278.9 million and 
$1.94 billion in 1989 and 1988, before dividend payments to 
Corporate. Higher dividend payments reflect the increased 
level of net income. 

Securities assets are extremely liquid and can be readily 
converted to cash. Cash and liquid assets, which consist princi 
pally of securities inventory', receivables from brokers, dealers 
and clients, and securities purchased under agreements to re 
sell, represent more than 85% of total Securities assets at Dec. 
31. 1990. Short term borrowings are used to finance the pur¬ 
chase of securities by clients on margin, to facilitate the securi¬ 
ties settlement process, and to finance the trading account se¬ 
curities inventory'. Letters of credit are utilized in lieu of cash 
or security' margin deposits required by various clearing associ 
ations wherever possible. Portions of liabilities, such as credit 


balances of clients, certain payables to brokers on securities 
transactions and other liabilities are non interest bearing and, 
therefore, an important source of funds. 

Credit Serv ices experienced continued growth in assets 
in 1990 and 1989. Owned assets increased 12.6% in 1990 and 
20.1% in 1989. Assets including securitized assets increased 
38.0% in 1990 and 25.0% in 1989. Coasumer and iastitutional 
deposits, asset securitizatioas, Discover Credit Corp. commer¬ 
cial paper and short term bank related borrowings, were the 
principal sources of funding. The Group has diversified access 
to cost-effective sources of short term borrowings and main 
taias an appropriate mix of fixed and variable rate 
borrowings. Debt is allocated from Corporate to fund certain 
Discover Card receivables, as required by regulations, with in¬ 
terest charges allocated at a rate approximating the short term 
cost of funds. 
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Dean Witter Financial Services Group 


Notes to Summarized Financial Statements 

Summary 7 of significant accounting policies 


Basis of presentation 

The summarized financial statements of Dean Witter Finan¬ 
cial Services Group include Securities and Credit Services activ 
ities. Securities activities consist of securities and futures broker 
age services, asset management, investment banking, securi 
ties trading and securities lending. Credit Services includes 
credit card services and consumer finance services. 

Securities activities 

Client transactions are recorded on settlement date with 
related commission revenues and expenses recorded on a 
trade date basis. Proprietary 7 security transactions are recorded 
on trade date. Securities are valued at market, and the 
unrealized gains and losses are reflected in income. 

Transactions in forward contracts and futures are open 
contractual commitments until settlement date. Open con 
tracts are valued at market and the resulting unrealized gains 
and losses are reflected in income. 

Security’ transactions under agreements to resell and repur 
chase are carried at the contract amounts at which the securi 
ties will be resold or reacquired. Additionally, the Group takes 
possession of the securities under agreements to resell at the 
time such agreements are made. In the event the market value 
of such securities falls below the relatt*d agreement to resell 
the Group will request additional collateral. 

Credit card services 

Interest on loans is credited to income as earned. General¬ 
ly, interest Is accrued on loans until the date of charge-off. The 
interest portion of the charge-off is written off against interest 
income. Merchant discount revenue Is accrued as earned. Ser¬ 
vice fee income is recorded when billed. 

Consumer finance 

Revenues from consumer finance notes are deferred and 
amortized to income over the terms of the loans. Direct loan 
origination costs are deferred and amortized over the esti¬ 
mated lives of the loans using the level yield method. 


1. Deposits by type follow: 

$ millioas 


Demand accounts 

Coasumer certificate accounts 

$100,(XX) minimum certificate accounts 

Total 

Weighted average interest rate at Dec. 31 


December 31 

1990 1989 

$ 9854 $ 675.5 
308.5 154 1 

3.460.6 4.6288 

$-*,754.5 $5,458.4 
8.55% 8.83% 


A summary' of deposits by year of maturity’ follows: 


millions 

December 31, 1990 

Demand accounts 

$ 985.4 

Certificate accounts maturing in 

1991 

1,915.5 

1992 

716.9 

1993 

6092 

1994 

338.3 

1995 and thereafter 

1892 

Total 

$4,754.5 


2. Securities ow ned and securities sold but not yet 
purchased consist of the following: 


millions December 31 1990 



< )wned 

Sold but not 
yet purchased 

Money' market instruments 

U. S. Government and agency obligatioas 
Municipal bonds 

Corporate bonds 

Corporate stocks and optioas 

$ 174.4 

586.7 

206.8 
172.2 
40.9 

$ 0.5 
342.9 
7.1 
20.8 
128.8 

Total 

$1,181.0 

$500.1 

3. Borrowings consisted of: 

$ millioas 


I )ecember 31 


1990 1989 


Bonowings, allocatioas from Corporate 

11,116.3 

11,224.6 

Bank loans 

2,197.8 

1,3590 

Commercial paper 

2,961.4 

2,094.0 

Other 

264.8 

1.56.2 

Total 

$6,540.3 

$4,81.5.8 

Weighted average interest rate at Dec. 31 

8.1% 

8.9 


The weighted average interest rate on amounts borrowed 
on repurchase agreements was 7.6% and 8.3% at Dec. 31, 

1990 and 1989, respectively. 
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Coldwell Banker Real Estate Group 


Summarized Statements of Income 


millions 


Year Ended December 31 


1990 

1989 

1988 

Revenues 




Real estate commissions 

$ 584.5 

$ 723 2 

$ 728.8 

Real estate opera tioas 

170.0 

115.1 

112.2 

Interest 

445.4 

452.2 

411.9 

Ancillary fees and other 

177.5 

157.5 

191.4 

Total revenues 

1377.4 

1,448.0 

1,444.3 

Costs and expenses 




Commissions and direct costs 

490.1 

532.2 

5258 

Operating and administrative 

567.8 

5637 

598 1 

Interest 

465.0 

467.4 

397.0 

Total costs and expeases 

1,522.9 

1 , 563.3 

1,520.9 

Operating loss 

(145.5) 

(1153) 

(76.6) 

Gain on sale of property 

195.0 

222.2 

193.7 

Equity in income (loss) of real estate joint ventures (note 2) 

(5.4) 

0.9 

18 

Income from continuing operations before income taxes 

44.1 

107.8 

118.9 

Income taxes 

18.6 

438 

39.5 

Income from continuing operations 

25.5 

640 

79.4 

Discontinued operations 




Operating income, net of income tax expease of $2.2 and $11.2 

— 

28 

22.6 

Gain on disposal, net of income tax expease of $77.2 

— 

599 

— 

Income before cumulative effect of accounting change 

25.5 

126.7 

102.0 

Cumulative effect of change in accounting for income taxes 

— 


(11.9) 

Group income 

$ 25.5 

$ 126.7 

$ 901 


Summarized Statements of Financial Position 


millions 


December 31 


1990 

1989 

Assets 



Investments 



Real estate investments (note 1) 

$1,926.9 

$1,572.3 

Mongage loaas held for investment 

3,084.0 

3,195.6 

Mongage backed securities held for investment 

267.7 

234.0 

Mongage backed securities and mongage loans held for sale 

1,2794 

1,1233 

Investments in and advances to real estate joint ventures (note 2) 

332.6 

236.4 

Total investments 

6,890.6 

6.361.6 

Cash and invested cash 

237.9 

272.5 

Office propenies and equipment, less accumulated depreciation of $98.8 and $91.1 

118.3 

126.9 

Prepaid expenses and other assets 

259.8 

190.8 

Commissions and other receivables 

296.0 

230.6 

Other assets 

498 

459 

Total assets 

$7,852.4 

$7,2283 

liabilities 



Long term debt 

$1,071.1 

$1,069 1 

Loans payable 

1,986.3 

1,593 0 

Deposits and advances (note 3) 

3343.3 

2,774.2 

Securities sold under agreements to repurchase 

306.4 

584.4 

Deferred income taxes 

116.2 

126.9 

Other liabilities 

382.5 

376.3 

Total liabilities 

7,105.8 

6,523 9 

Capital 

746.6 

704.4 

Total liabilities and capital 

$7,852.4 

$7,228.3 


Sex.* notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements. 
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Coldwell Banker Real Estate Group 


Analysis of Operations 

The residential real estate market experienced a cyclical 
downturn in 1990. The decline in consumer confidence levels 
overshadowed improved housing affordability factors, result¬ 
ing in depressed home sales as compared with 1989 and 1988. 
Major metropolitan markets with relatively higher unemploy¬ 
ment rates and lower housing affordability indices proved par 
ticularly vulnerable to this downturn. The residential mortgage 
market also experienced an 11% decline from the prior year. 
Under these adverse market conditions, 1990 revenues of Cold 
well Banker Real Estate Group fell 4.9% from 1989. Revenues 
increased 0.3% in 1989 compared with 1988. 

The Residential real estate business, which accounted for 
approximately half of the Group’s 1990 revenues, reported a 
16.7% decline in revenues compared with a 0.7% increase in 
the prior year. /\s a result of soft market conditions, particu¬ 
larly in California and the Northeast, office closings and the 
franchising of 53 previously owned offices, real estate commis 
sioas from company owned operatioas declined 19.2% during 
1990. Affiliate operations reported an 11.4% increase in reve¬ 
nues from the prior year. Since 1989, the Residential Group 
has embarked on a program to manage its growth through 
closing selected offices and the franchising of an expanded 
number of offices and markets. Through these efforts and in 
temal cost containment, the Residential Group was able to mit¬ 
igate its losses due to the market dow-nturn and maintain its 
market share at 11%. 

Homan Development Co. revenues, primarily shopping 
center and office building rents, increased $64.7 million or 
46.6% in 1990 compared with a $1.3 million or 0.9% increase* 
in 1989. The 1990 increase was primarily due to improved of 
fiee occupancy, the conversion of three joint venture proper¬ 
ties to wholly owned status in late 1989, and shopping center 
acquisitions. In 1989, rental revenue increases were partially 
offset by the replacement of shopping centers sold during the 
year with less mature properties. 

Sears Mongage Group revenues increased 31% in 1990, 
compared with a 2.4% decline in 1989. Higher origination vol 
ume and sales of servicing at Sears Mortgage Corporation ac¬ 
counted for the 1990 increase. A reduction in mongage servic¬ 
ing sales, panially offset by increased interest income, ac 
counted for the 1989 decrease. 

Total costs and expenses decreased 2.6% in 1990 follow¬ 
ing a 2.8% increase in 1989. Residential commission expense 
dropped 17.9% in 1990 principally due to the decline in com 
mission revenue. Total operating and administrative expease 
increased 0.7% in 1990 rellecting higher operating costs at 
Homart due to the increase in the number of owned proper¬ 
ties, largely offset by reduced costs at Residential resulting 
from cost containment efforts and office closings. In 1989, net 


reductions in operating and administrative expease within the 
Residential and Mortgage Groups were more than offset by 
increased interest expease at Sears Savings Bank and higher 
direct costs of Homan properties. 

As expected, the Group’s operating income continued to 
be impacted by operating losses at Homart. Homart s operat¬ 
ing losses were $88.5 million in 1990 compared with losses of 
$79.1 and $44.1 million in 1989 and 1988. Sales of mature 
properties, continuous development and increased financial 
leverage accounted for these losses, which included noncash 
charges such as depreciation and amortization amounting to 
$54.4, $40.0 and $35.3 million in 1990, 1989 and 1988. Mort¬ 
gage operating results improved in 1990 despite adverse mar 
ket conditions. Total mortgage production exceeded the 1989 
level and operating results at Sears Savings Bank improved as 
its primary margins widened in comparison with prior years. 
Results of residential company owned operations were ad 
versely impacted by the significant volume decline. 

Gains on sale of property decreased 10.3% to $117.9 mil¬ 
lion on an after tax basis. The 1990 gains resulted from the 
sales of one wholly--owned shopping center and partial inter 
ests in a shopping center and an office building, ihe 1989 
after tax gains of $131.4 million resulted from the sales of par 
tial interests in three shopping centers and various land par 
cels. In 1988, after tax gains of $116.1 million were from the 
sales of a whollyowned shopping center, partial interests in 
four shopping centers and two office buildings. 

Income from continuing operations in 1990 declined 
60.2% from the prior year due to increased operating losses 
and lower gains from the sale of properties. The Group’s net 
income decreased further, by 79.9%, because 1989 net income 
included income of $62.7 million from the discontinued com¬ 
mercial division. Income from continuing operations declined 
19.4% in 1989 primarily due to lower results at the Mortgage 
Group, partially offset by improved Residential income and in 
creased gains from the sale of property compared with 1988. 
Net income for the Group rose 40.6% in 1989 as a result of 
the sale of the discontinued commercial division. 

Management intends, and has the ability, to retain the 
Mortgige Group's investment loan portfolio until maturity 
and, therefore, has valued the loans at cost in accordance with 
generally accepted accounting principles. If this portfolio were 
valued at market, the resulting unrealized losses, which are 
related almost entirely to fixed rate loans, would approximate 
1% of mortgage loans held at Dec. 31, 1990. New additions to 
the portfolio have been Limited in recent years to variable rate 
mortgage loans and fixed rate mortgages with expected short 
duration which are match funded. 


46 














Summarized Statements of Cash Flows 





millions 



Year Ended December 31 


1990 


1989 

1988 

Cash flows from operating activities 





Group income 

$ 25.5 

* 

126.7 

i 901 

Adjustments to reconcile group income to net cash provided by operating activities 





Depreciation, amortization and other noncash items 

118.8 


85.2 

100.0 

Gain on sale of discontinued operation 

— 


(137.1) 

— 

Gains on sales of property and investments 

(193.1) 


(2139) 

(178.1) 

Increase (decrease) in deferred taxes 

(10.5) 


54.3 

(14.8) 

Change in net other operating assets and liabilities 

(366.5) 


(3196) 

1936 

Net cash provided by (used in) operating activities 

(425.8) 


(404.4) 

190.8 

Cash flows from investing activities 





Proceeds from sales of investments 

265.0 


575.7 

348.7 

Purchases of investments 

(477.5) 


(275.1) 

(272.5) 

Collections on mongage backed securities and mongage loans 

1,040.4 


5355 

657.5 

Purchases and originarioas of mongage backed securities and mongage loans 

(1,073.5) 


(796.7) 

(8892) 

Net purchases of propeny and equipment 

(16.9) 


(16.8) 

(15.5) 

Net cash provided by (used in) investing activities 

(262.5) 


22.6 

(171.0) 

Cash flows from financing activities 





Net increase (decrease) in long term debt 

2.0 


(16.0) 

104.6 

Proceeds of advances from Federal Home Loan Bank 

1,091.0 


480.0 

1.0250 

Repayments of advances from Federal Home Loan Bank 

(590.0) 


(670.0) 

0,1750) 

Increase (decrease) in deposits 

(31.9) 


(482.7) 

406.8 

Change in net unmatched agreements to resell or repurchase securities 

(278.0) 


645.6 

(306.6) 

Net increase in short term borrowings, primarily 90 days or less 

441.0 


703.7 

137.9 

Dividends paid to Corporate 

(12.8) 


(220.6) 

(187.5) 

Net capital transfers from Corporate 

32.4 


6.1 

5.6 

Net cash provided by financing activities 

653.7 


446.1 

108 

Net increase (decrease) in cash and invested cash 

f (34.6) 

$ 

64.3 

$ 30.6 

Cash and invested cash at beginning of year 

i 272.5 

* 

208.2 

t 177 6 

Cash and invested cash at end of year 

$ 237.9 

$ 

272.5 

$ 208.2 


See notes to Consolidated and Coldwel] Banker Real Estate Group summarized financial statements. 


Analysis of Financial Condition 

Net cash used in operations was $425.8 million in 1990 
and $404.4 million in 1989. In 1988, cash provided by opera 
tioas was $ 190.8 million. Major uses of cash in 1990 and 1989 
were for increases in mortgage operating assets. In addition to 
normal activity, cash flow was impacted by the divestiture of 
the commercial division in 1989. The 1989 use of cash by oper 
atioas also reflects the payment of significant deferred compen 
sation balances related to the commercial division divestiture. 

Cash used in investing activities was $262.5 million in 
1990, compared with cash provided of $22.6 million in 1989 
and cash used of $171.0 million in 1988. Major investment 
uses of cash were for real estate and mortgage loans. In 1989, 


the proceeds from the divestiture of the commercial division 
provided $293-0 million of cash. 

Cash provided from financing activities was $653-7 mil¬ 
lion in 1990, compared with $446.1 million in 1989 and $10.8 
million in 1988. Higher levels of dividends to Corporate in 
1989 and 1988 reflect the sale of the commercial division and 
increased financial leverage. 

Joint venture shopping centers and office buildings are 
developed primarily with borrowings related to those joint ven 
tures and, therefore, are not reflected on the Group's State 
ment of Financial Position or Statement of Cash Flows. 
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Coldwell Banker Real Estate Group 


Notes to Summarized Financial Statements 

Summary’ of significant accounting policies 
Basis of presentation 

The summarized financial statements of Coldwell Banker 

* 

Real Estate Group include real estate development, manage¬ 
ment, brokerage, mortgage banking and related financial serv 
ices. The Group carries its investment in joint ventures at cost 
plus its undistributed share of earnings and losses since incep 
tion. 

Real estate 

Real estate commissions on sales are credited to income 
upon close of escrow or upon transfer of title. Sales commis¬ 
sions expense Is recorded concurrently with the income traas 
action to which it relates. Percentage rental revenue Is based 
on tenant sales and is recognized in the period in which the 
sales occur. Initial leasing coses applicable to companyowned 
real estate are deferred and amortized over the average life of 
the related leases on a straight line basis. 


Mortgage banking 

Mortgage loans and mortgage backed securities held for 
investment are carried at cost as it Is management s intention 
to hold these loans to maturity'. Mongage loans and mongage 
backed securities held for sale are carried at the lower of cost 
or market as determined in the aggregate. 

Fees for servicing loans for investors are recognized as 
income as the related mortgage payments are collected. For 
loans sold with servicing retained, excess servicing fees are rec¬ 
ognized as an adjustment to the gain or loss on the sale of the 
loans. The costs of mortgage servicing purchased are deferred 
and amortized over the estimated average life of the related 
loans on a basis that approximates the estimated future stream 
of net servicing income. 

Interest on loans is credited to income as earned to the 
extent considered collectible. Loan origination and commit 
ment fees and certain direct loan origination costs are de¬ 
ferred and amortized to income over the estimated lives of the 
loans. 


1. Real estate investments 


millioas 


December 

31. 1990 


I )ecember 

31, 1989 



Held for 



Held for 




or under 



or under 



Operating 

development 

Total 

Operating 

development 

Total 

Land 

$ 147.5 

$191.5 

$ 339.0 

$ 1228 

$189.3 

$ 312.1 

Buildings, improvements and equipment 

1,227.6 

— 

1,227.6 

1,067.1 

-3 

1,067.4 

Construction and development costs 

— 

181.2 

181.2 

— 

208.9 

208 9 

Residential relocation property held for clients 

— 

235.7 

235.7 

— 

126.4 

126.4 


1,375 1 

608.4 

1,983-5 

1,189.9 

524.9 

1,714.8 

Accumulated depreciation and amortization 

56.6 


56 6 

142 i 

.1 

142.5 

Total 

$1,318.5 

$(><>8.4 

$ 1.926.9 

$ 1,047.5 

$S24 K 

$1,572 3 


The amount of interest and taxes capitalized in connec 
tion with property’ held for or under development was 
$318, $37.9 and $37.3 million for the years ended Dec. 31, 
1990, 1989 and 1988, respectively. Residential relocation prop 
erty Is held on behalf of corporate clients who generally as 
sume all holding costs and risks. 

2. Real estate joint ventures 

At year-end 1990, Homan was a partner in 35 joint ven 
tures formed to develop and operate regional shopping cen 
ters and other commercial property. Homan, with its partners, 
has jointly and/or severally guaranteed $153-6 million 
in borrowings for joint ventures in which it Is a partner. 

At Dec. 31, 1990 and 1989, combined joint venture assets 
(primarily shopping centers and office buildings including 
property under development) totaled $1,250.4 and $1,102.2 
million, and liabilities (primarily long term debt and construc¬ 
tion loams) totaled $647.2 and $642.8 million, respectively. 
Joint venture revenues for the years ended Dec. 31, 1990, 

1989 and 1988 were $123 3, $134.1 and $108.6 million, respec¬ 
tively. Operating loss before gains on property’ sales was $1.1 
million in 1990 compared to income of $5.2 and $4.4 million 
in 1989 and 1988. Homart’s share of joint venture gains on 
property sales of $0.4, $0.1 and $4.8 million for the years 
1990, 1989 and 1988 are included in the caption "Gain on sale 
of property in the accompanying statements of income. 


3. Deposits and advances by type follow: 


$ millions 

December 31 


1990 

1989 

IXniand and passbook accounts 

$ 637 

$ 65.5 

Consumer certificate accounts 

1,710.5 

1,1235 

$ 100.000 minimum certificate accounts 

818.1 

1.4352 

FHLB advances 

651.0 

150.0 

Total 

$3,243-3 

$2,774.2 

Weighted average interest rate at Dec 31 

8.31% 

8,80'* 

A summary of deposits and advances by 

vear of maturity fol 

# 4 

lows: 



millions 

I >ecember 

31. 1990 

Demand and passbook accounts 


$ 63 7 

Certificate accounts and advances maturing in: 



1991 


2,086 1 

1992 


471.9 

1993 


152.0 

1994 


218.5 

1995 and thereafter 


251.1 

Total 


$3,243.3 
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Corporate Responsibility 


Sears understands 
that the success of 
our company is di¬ 
rectly related to the 
strength of communi 
ties across the na¬ 
tion. Segments of our 
society today con¬ 
tinue to face chal¬ 
lenges that must be 
addressed if all our 
communities are to 
prosper. We believe 
our focus on enhanc¬ 
ing educational op¬ 
portunities for all 
people is in the best 
interest of all our 
stakeholders. 




M Scars Roebuck 

Foundation and 
Sears business 
groups invested 
more than $24 
■ million in com 
| munities across 

the country. 

These investments included con- 
tributions to support education, 
human services, the arts and 
civic affairs. In addition, the busi¬ 
ness groups continued to recruit 
and develop minority and worn 
en-owned suppliers and ft nan 
cial institutions. Sears associates 
from all business groups also 
provided professional expertise, 
curriculum direction, fund-rais¬ 
ing guidance and other in-kind 
services to diverse community 
organizations. 

The Sears Roebuck Founda 
tion continued its focus on edu¬ 
cation programs in 1990. The 
Foundation provided over $ 1.9 
million to more than 650 private 
colleges and universities 
through its Teaching Excellence 
and Campus Leadership awards 
program as well as through 
grants to the United Negro 
College Fund and the Hispanic 
Association of Colleges and 
Universities. 

In addition, the business 

groups worked individually and 

collectively to address commu 

* 

nity needs. In 1990. the corpora¬ 
tion gave $“\5 million to United 
W ay campaigns and associates 
provided more than $1-4.8 mil¬ 
lion in pledges to local United 
Wavs. 

4 

Sears Merchandise Group con¬ 
tributed more than million 


to local programs, including 
l Jnited Way. In addition, it pro¬ 
vided career development pro 
grams to 440,000 students 
through Distributive Education 
Clubs of America and Vocational 
Industrial Clubs of America. 

The Allstate Foundation, in 
1990, gave JT-j million country 
wide to support community revi 
talization programs, health is 
sues, education initiatives and 
United W av. Two of its grant re 
cipients were Neighborhood 
Housing Services, a national 
neighborhood preservation pro 
gram, and the All America City 
Award Program of the National 
Civic League. 

Dean Witter continued to par 
ticipate in a wide range of com¬ 
munity related programs, both 
at the national and local levels. 
Over the past three* years, its Dis¬ 


cover Card operation has raised 
more than $ 1 million for the 
Make A Wish Foundation of 
America, an organization which 
grants wishes of young people 
with life threatening illnesses. 

.As a national co-sponsor of 
the U.S. Marine Corps Reserve 
annual Toys for Tots campaign. 
Cold well Banker sales associates 
nationwide gathered more than 
124,(XX) gifts for needy children. 

Through these and other busi 
ness and philanthropic activities. 
Sears, Roebuck and Co. will con¬ 
tinue to fulfill its corporate re¬ 
sponsibility commitments. Addi 
tional information about our 
community involvement is pro 
vided in the Sears, Roebuck and 
Co. Corporate Responsibility Re 
port. To obtain a copy, refer to 
the back cover of this annual 
report. 


Sears. Roebuck and Co. Principal Domestic Business Croups 
Percentages of Female and Minority Employees in each Jim C ategory 
defined by the Equal Fmployment Opportunity Commission 


Job Categories 

Female 

Black 

Hispanic 

Asian 

Pacific 

Islander 

American 

Indian/ 

Alaskan 

Native 

Total 

Employees 
in thousands 

() facials and Managers 

»! n 

8 3 

4.1 

0? 

0,4 

33 1 

Professionals 

ih.s 

12 t 

4.8 

3 2 

04 

18 S 

Technicians 

•*99 

12 0 

"0 

3? 

04 

♦ 9 

Saiesw i irkers 

C, • ) 

1^ 1 

(i 1 

1 2 

06 

191 6 

Office and Clerical 

H(i 8 

lo S 

o ! 

1 9 

ns 

104-4 

Craftworkers 

<> 

II I 

rj 

1 3 

OS 

2*19 

t )perators 

ICO 

|H 

9 6 

0.5 

OS 

12 1 

laborers 

V s 

24.8 

9 ' 

i <i 

os 

SO 8 

Service Workers 

2c8 

20 1 

80 

0** 

06 

9 i> 

Total. December 1990 

S3 1 

IS 8 

6 s 

1 4 

0,6 

42a 9 



Sears Merchandise Croup Purchases 




GOODS A SERV ICES 




1990 


1989 


1988 

Minority owned* 

I16S.-9I.36S 


Sir.OS9"Kl 

t 9-.923.496 

Woman owned** 

H2.393.Or6 


IS-.MJ.i62 

ISS.K99.H03 

T< )TAI 

fSiH 1K«,.I 1 


12-4.1-2. P2 

I2S3.8J3.29 1 ) 

•Includes men and women **\on nunorin wn 

men onl\ 





Sears. Roebuck and Co., a New York corporation, is headquartered in Sears Tower, Chicago, Illinois 
© Sears. Roebuck and Co. 1991 

























II 'if I mi nil; IT 



Annual Meeting 

The Annual Meeting of Shareholders 
of Sears, Roebuck and Co. will be 
held at the Rubloff Auditorium, 

Art Institute of Chicago, 

230 S. Columbus, between Monroe 
and Jackson Streets, Chicago, Illinois 
on Thursday, May 9, 1991 at 10:00 am, 
Chicago time. 

Investor Information 

Analysts and investment 
professionals should direct inquiries 

tO: 

Corporate Investor Relations 
Sears, Roebuck and Co. 

Sears Tower-Department 962 
Chicago, IL 60684 
312/875-1468 


General Information 

The following are available upon 
request without charge: 

• a copy of the Form 10-K Annual 
Report filed with the Securities 
and Exchange Commission for 
the year ended December 31, 
1990; 

• an audio-cassette tape of the 
company’s 1990 Annual Report 
for use by the visually impaired; 

• a copy of the Sears, Roebuck and 
Co. Social Responsibility Report 
which includes The Sears- 
Roebuck Foundation 1990 Report; 

• interim financial information. 

Requests for the above information 
should be addressed to: 

Public Affairs 

Sears, Roebuck and Co. 

Sears Tower 
Chicago, IL 60684 
312/875-9785 


Transfer Agent/ 

Shareholder Records 

For information or assistance 
regarding individual stock 
records, transactions, dividend 
reinvestment accounts, dividend 
checks or stock certificates, 
contact: 

First Chicago Trust Company of 
New York 

P.O. Box 3931 
Church Street Station 
New York, NY 10008-3931 
212/791-3357 

Registrar 

First Chicago Trust Company of 
New r York 

Auditors 

Deloitte & Touche 
Chicago, Illinois 



































































